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H,  Zinder,  recalled, 

Cross-Sxai  .  by  i.r.  Chambers. 

HANINA  ZINDER,  recalled,  cross- 

examination  by  Mr.  Chambers: 

0,  Mr. Zinder,  I  think  in  giving  yoar  qualifications  as  an  expert 
at  the  opening  of  your  testimony,  you  told  us  that  you  had 
been,  in  the  early  days  after  you  leit  University,  with 
Detroit-Edison  Company,  was  it* 

A  The  Commonwealth  Edison  Company. 

0,  And  your  duties  there  were  in  connection  with  electrical 
mat  ters  ? 

A  That  is  right, 

Q,  And  then  you  were  with  one  of  the  State  Commissions  for  a  time, 
the  V^isconsin  Commission,  is  that  rightV 

A  That  is  correct. 

Q,  And  vvhat  was  the  nature  of  your  duties,  not  too  much  in  detail? 

A  The  \'Visconsin  Commissio.n  regulated  all  public  utilities  in 
the  State,  electric  utilities  and  gas  utilities,  which  were 
used  by  the  large  manufacturing  companies....... 

# 

0,  \Yhat  I  am  getting  at  is  this,  what  was  the  particular  nature 
of  your  duties  with  the  Commission? 

A  I  was  called  Chief  Rate  Analyst  for  the  Commission. 

0,  And  then  from  there  you  went  to  Washington,  and  then  when  the 
Federal  Power  Commission  v/as  organized  you  went  with  them  at 
their  inception,  is  that  rights 

A  No,  not  at  their  inception,  Mr.  Chambers.  They  had  been  organ¬ 
ized  since  1920  under  an  old  Act,  and  in  1925  under  the  revised 
Act,  and  I  joined  the  Commission  in  1937  at  the  end  of  the 
ye  ar . 

0,  And  you  were  with  that  Commission  six  or  seven  years? 
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A  tTntil  December  21st,  1944. 

Q  And  when  yoa  were  with  that  Commission  you  were  concerned  part¬ 
icularly  with  rates? 

A  That  is  correct. 

Q,  Now  then,  Mr.Zinder,  you  have  read  this  Natural  Cas  Utilities 
Act,  or  pai'ts  of  it,  at  least? 

A  I  ha  ve . 

Q,  And  in  the  light  of  your  experience  in  matters  of  regulation 
is  it  fair  to  say  that  you  can  see  that  there  are  problems 
or  new  matters  raised  here  that  probably  there  is  not  much 
precedent  for? 

A  I  would  say  so  in  my  experience,  Mr.  Chambers. 

0,  V/ell  now,  with  that  in  mind,  I  am  just  going  to  try  to  discuss 

with  you  as  briefly  as  I  can  some  of  the  theories  or  philosophy 
behind  these  matters,  because  after  all  this  Board  is  seeking 
to  apply  to  the  situation  here  what  is  fair  and  reasonable 
as  between  all  the  parties  concerned,  and  my  purpose  in  putting 
these  questions  to  you  is  to  indicate  to  the  Board  ina.general 
V'/ay  probably  some  of  the  ways  in  which  some  things  have  been 
dealt  v/ith  in  the  States? 

A  I  see . 

0,  I  would  like  just  to  discuss  with  you  first  your  understanding, 
or  from  your  experience  and  reading,  what  principle  or  philosophy 
is  behind  public  regulations.  Now,  as  I  understand  it,  there 
are  three  broad  agencies  or  manners  of  carrying  on  business. 

One  we  know  of  is  private  enterprise? 

A  That  is  right. 

0,  And  then  we  have  in  this  modern  day  v/hat  is  known  as  G-overnment 
ownership,  and  Government  in  business? 

A  Yes . 


I 


J./ 


•  f  ■  •  1 


.L 


i. 


•‘v:- 


.  T  :  ■  £■ 


\  4 


'1 


H.r 


s 


5  \ 


[  o ... :» 


•’’1 


{ 


v 


H-1-3 


H.  Zindor, 

Cross-Exam,  by  Mr.  Chambers. 

-  4198  - 


0,  And  then  we  also  have  what  is  known  as*  public  utility  operation. 
\'?ould  you  please  tell  us  v^hat  your  conception  of  public  utility 
regulation  is  in  the  light  of  these  other  two  things  that  I 
have  mentioned? 

A  A  public  utility  is  generally  considered  to  be  a  business  which 
is  clothed  with  a  substantial  public  interest.  That  public 

4 

interest  is  also  accompanied  by  a  tendency  for,  or  not  a  tend¬ 
ency,  but  a  characteristic  of  obtaining  the  lowest  cost  ser¬ 
vice  under  essentially  what  might  be  termed  monopoly  conditions. 

a  Yes? 

A  Or  having  one  supplier  or  one  company  serving  the  market*  As 
an  example,  electric  utilities  who  supply  an  essential 
service  for  the  great  bulk  of  the  population  is  one  of  the 
early  public  utilities.  Railroads  prior  to  that  time  were 
considered  to  be  public  utilities.  Even  hotels  at  one  time 
were  considered  public  utilities.  I  cannot  quite  recall  the 
language, but  I  think  the  language  in  the  case  of  Munn  v* 

Illinois  in  the  States  is  the  essential  language  defining  what 
is  a  public  utility. 

0,  Nov7,  v\?ould  this  be  probably  a  fair  way  to  put  it  or  a  correct 
way  to  put  it,  that  a  public  utility  operation  has  certain 
of  the  attributes  of  the  private  enterprise  and  is  subject, 
not  to  G-overnment  operation  but  to  G-overnment  regulation, 
because  there  are  certain  matters  of  public  policy  that  render 
it  desirable  that  the  private  enterprise  should  not  have  tbs 
absolute  say  and  judgment  as  to  how  its  business  is  carried 
on,  and  how  its  profits  are  made.  Would,  that  be  it  more  or 
less  generally? 

A  That  would  be  a  consideration  certainly,  yes. 

0,  Yes.  And  we  hear  the  words  in  connection  with  public  utilities 
that  the  plant  and  equipment  and  the  commodities  in  certain 
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cases  are  devoted  to  the  pablic  service? 

A  Yes  # 

Q  And  that ‘is  where  the  matter  of  pablic  interest  or  pablic 
policy  comes  in? 

A  Yes. 

0,  Now  I  saggest  to  yoa  that  seme  of  the  reasons  whereby  the 

G-overnment  or  the  pablic  ar-e  interested  may  be  these,  that  the 
service  or  the  commodity  is  of  a  general  pablic  interest  in 
that  it  is  not  in  all  cases  or  in  many  cases  protected  or 
conserved  by  private  enterprise? 

A  I  would  say  that  that  would  be  one  of  the  factors  to  take  into 
cons  iderat  ion. 

0,  That  would  be  one  because  private  enterprises  are  concerned 
primarily  in  making  profits  for  the  shareholders? 

A  That  is  right. 

0,  And  they  do  not  regard  themselves  as  trustees  for  the  pablic? 

A  That  is  right.  •  ' 

k  Nqw  then,  the  property  having  been  devoted  to  the  pablic  ser¬ 
vice  by  the  passing  of  a  general  statute  or  a  particular  statute, 
as  I  understand  it  the  general  practice  of  Governments  is  to 
name  or  appoint  some  body  to  administer  the  policy  laid  down 
in  the  Act  and  to  decide  as  administrative  acts  hov7  this 
matter  of  pablic  policy  should  be  carried  out? 

A  That  is  right.  Usually  a  designated  Boaid  or  a  Commission. 

0,  Now  thon  as  I  understand  it,  we  find  running  through  practi¬ 

cally  all  of  the  statutes  in  the  United  States,  both  the 
State  and  the  Federal  Statutaes,  and  in  the  Statutes  up  here, 
that  these  Boards  exorcise  their  functions  after  hearing 
representations  on  behalf  of  the  public  and  on  behalf  of  the 
private  companies? 
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A  That  is  right. 

0,  And  that  one  of  the  common  things  they  have  to  decide  is  what 
are  the  fair  and  equitable  and  reasonable  prices  or  charges 
that  these  companies  mahe  for  the  services  they  are  rendering 
or  the  commodity  they  are  supplying.  You  will  find  that 
practically  in  all  these  cases. 

A  That  is  one  of  the  ma^or  problems,  yes* 

0,  '  And  that  in  effect  means  that  the  Board  in  carrying  out  its 
functions  must  decide  what  is  just  or  reasonable  in  regard 
to  any  profits  that  the  utility  is  to  get? 

A  That  has  been  the  customary  practice* 

Q  That  has? 

A  Yes  . 

0,  In  other  vr^rcs,  one  of  the  main  things  is  regulation  of  the 
profits,  and  in  order  to  regulate  profits  they  have  got  to 
regulate  the  revenue? 

A  That  is  right . 
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2  And  in  order  to  try  to  regilate  their  revenue  or  control 
the  revenues  of  the  utility,  the  Board  has  to  ascertain 
what  are  reaso nab le.  pr ices  to  charge  for  the  service  that 
the  utility  renders? 

A  That  is  right. 

Q  And  in  the  regulatory  statutes,  both  in  the  United  States 
and  up  here,  we  hear  of  the  words  "just  and  reasonabl© 
rates'’.  I  suppose  you  have  come  across  those  words? 

A  Yes. 

0  And  I  am  cutting  to  you  the  question  as  to  whether  or  not 
the  term- "just"  does  not  really  apply  to  the  utility 
company, 

MR.  STEER:  without  attempting  to  interiupt  my 

learned  friend’s  cross-examination,  I  mi^;  ht  suggest  that 
an  interpretation  of  tha  t  w  or  d-  "  just "  is  for  the  Board  to 
decid  e, 

THE  CHAlRJvI^. :  I  fully  agree. 

MR.  CHJV^BERS:  Now  I  have  the  impression,  and  very 

definitely  so,  that  in  ttiese  Hearings  you,  Mr.  Chairman, 
have  already  ruled  that  you  ^vould  like  to  hear  opinions 
from  witnesses  and  I  am  just  trying  to  get  this  witness 
to  give  us  his  interpretation.  I  can  ask  him  what  he  thinks 
of  my  understanding  of  the  meaning  of  these  various  terms, 
THE  CHAIRMAN;  If  you  want  to  do  it  that  way,  put  to 

him  your  understanding  and  a^  him  if  he  agrees  with  it. 

MR.  CHAMBERS:  I  submit  I  do  not  have  to  do  that  but 

I  will. 

♦ 

THE  CHAIRMAN;  I  think  perhaps  it  would  be  the  better 

way  to  do  it,  Mr.  Chambers. 

MR.  STEER:  There  is  one  further  observation  I 
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want  to  make  and  that  is  that  Mr.  Zinder  has  not  been 
qualified  as  an  expert  in  the  English  language. 

MR.  CHAMBERS:  I  am  asking  him,  he  has  ha  d  a  lot  of 

experience  with  Boards  in  the  United  states  how  the  Boards 

there  apply  these  words  '^just  and  reasonable”. 

0 

THE  CHAIRI\^AN:  You  can  ask  him  how,  in  his  opinion, 

they  applied  the  word  ”just”  and  the  word  "reasonable”, 

MR,  CHA^^BERS:  I  will  adopt  that  question. 

A  It  was  done  on  the  basis  of  det  srmining  the  value  and  the 
investment  •  in  the  utility  property  and  a  review  of  the 
expenses  of  the  operation  to  determine  their  reasonableness 
and  as  a  determination  from  that  as  to  the  amount  of  the 
earnings  that  would  follow  and  measuring  the  resulting 
earnings  which  are  termed  ’’returns”  in  terms  of  peer  cent 
as  to  whether  that  rate  of  return  was  reasonable  in  the 
light  of  the  return  being  earned  by  similar  businesses 
under  similar  risks  and  conditions.  In  a  very  general  way 
thst  is  the  way  I  did  it. 

Vi/ould  this  be  a  fair  way  to  put  it,  in  the  light  of  what 
you  have  said?  That  insofar  as  the  utility  company  is 
concerned,  the  word  ”just”  is  applied  in  the  light  and  in 
the  sense  of  making  a  fair  profit  and  not  an  exorbitant 
profit  or  undue  profit. 

A  Yes,  I  would  say,  generally  speaking,  that  is  right. 

Q  NOW  what  is  your  conception  of  the  use  of  this  word^ 

"reasonable”  as  regards  the  customer  or  the  men  who  gets 
the  service  or  .is  supplied  with  the  commodity? 

A  My  conception  would  be  that  the  rate  he  should  pay  would 
be  sufficient  to  yield  a  return  that  was  found  reasonable 
by  the  process  that  I  have  just  described.  In  other  words, 
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the  rates  should  cover  the  costs  of  the  service  and  such 
costs  are  found  by  the  Board  to  be  reasonable. 

0  v/ell  now,  I  suggest  that  the  cost  of  this  service,  end  I  am 
thinking  of  what  has  taken  place  here,  would  demand  a  dollar 
per  mcf  to  give  that  service.  How  does  tho  reasonableness 
fit  in  there? 

A  I  would  say,  Mr.  Chambers,  that  if  the  process  which  I  have 
described  has  been  carried  out  and  the  result  is  a  price  of 
one  dollar  per  mcf  that  that  should  be  the  price  established 
by  the  Board  with  possibly  on.ly  one  exception;  if  that  price 
is  so  high  as  to  destroy  or  cause  the  loss  of  the  complete 
market,  then,  of  course,  it  cannot  be  fixed  because  the 
estimated  revenues  in  such  a  price  v\/ould  not  be  high  enough 
to  give  the  return  as  I  have  indicated.  So  I  would  say 
that  under  the  formula  and  procedure  I  have  outlined  that 
would  be  the  price  to  be  established. 

0  I  am  suggesting  to  you,  then,  Mr.  Zinder,  that  the  very  fact 
the  market  would  disappear  under  a  rate  like  that  is  an 
indication  that  the  rate  is  not  reasonable  and  that  the 
Board  should  not  fix  that  kind  of  a  rate, 

A  That  is  right  . 

0  In  other  words,  I  am  suggesting  to  you  that  reasonableness 
is  a  term  to  be  apolied  from  the  standpoint,  of  the  customer 
and  that  one  test  of  that  reasonableness  is  whet  is  its 
value  to  him  or  its  worth  in  his  business  and  you  should 
gauge  that  by  what  he  can  get  other  things  for  that  would 
take  the  place  of  it,  of  this  commodity. 

A  That  is  one  test  in  the  process  of  determining  reasonableness, 
yes . 

In  other  words,  Mr.  Zinder,  is  it  not  so  in  the  practice 
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before  American  Boards  and  before  the  Federal  Power  Commission 
that  reasonableness  is  something  beyond  which  the  rates  can¬ 
not  go  and  that  that  standard  and  that  ceiling  is  what  is 
reasonable  from  a  customer’s  standpoint.  Have  you  ever  run 
into  that  in  decisions  of  the  Court  or  of  the  Ameri'Can  Boards? 

A  I  would  say,  Mr.  Chambers,  it  is  both  from  the  customer’s  and 
the  investor’s  point  of  view  and  interests.  I  have  run  into 
the  question  of  d  et  er mining  wh  et  her  rates  that  might  be 
established  would  exceed  the  cost  of  alternative  substitutes 
and  such  rates  would  represent  the  ceiling  that  could  be 
charged.  That  is  such  level  would  represent  the  ceiling 
that  could  be  charged  any  customer  or  class  of  customer.  On 
the  other  hand,  that  net  equation  is  the  rate  of  return 
which  includes  the  return  to  the  investor  that  his  cost 
should  be  reasonable  and  therefore  the  investor  interest 
comes  in  at  that  point. 

Q  In  other  words,  these  words  ’’just  and  reasonable”  represent 
in  effect  the  holding  of  a  balance  as  between  the  customer 
and  the  utility? 

A  That  is  right. 

0,  And  I  suggest  to  you  a  situation  might  develop  in  utility 
cases,  8llo“wing  1  or  2  per  cent  return  would  result  in  a 
rate  for  gas,  or  any  other  commodity,  which  from  its  very 
size  would  not  find  any  customers. 

A  That  is  right.  That  is  possible. 

Q  What  I  am  therefore  suggesting  is  that  the  utility  Board 

in  practice,  if  it  is  going  to  apply  these  words  '’just  and 
reasonable”  in  the  sense  they  have  been  commonly  applied 
in  the  past,  while  they  can  assist  to  protect  the  utility 
and  the  public,  they  cannot  by  mere  regulations  guarantee 
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8  revenue  to  a  utility  company  that  will  allow  it  to  operate 
at  8  profit  and  take  a  fair  return  on  its  money. 

A  That  is  certainly  correct  in  my  opinion. 

THE  CHAIMAN;  That  is  just  another  way  of  saying  that 

a  regulated  utility  gets  ail  the  traffic  will  stand? 

MR.  CHAMBS^^S;  Yes. 

THE  CHAIRMAN:  And  an  unregulated  business  goes  out  and 

gets  all  the  trs ff i c wi  11  bear.  If  the  result  is  on  the  red 
side  of  the  ledger,  they  both  go  out  of  business. 

MR.  CHAMBERS:  I  go  with  you  probably  75  per  cent  of 

the  way.  This  is  what  I  am  putting  to  the  witness  and  I 
want  to  get  his  reaction,  that  a  utility  Board’s  function 
is  not  to  give  or  permit  the  utility  company  to  get  all  the 
traffic  will  stand. 

THE  CHAIRMAN:  Under  regulation. 

MR.  CHM^BSRS:  If  it  results  in  an  exorbitant  or  unduly 

large  return. 

A  I  would  say  that  is  correct,  yes.  That  is  your  example, 

Mr.  Chambers,  of  a  situation  where  a  1  or  8  per  cent  rate 

of  return  results  that  prices  v^/hich  had  reached  the  ceiling 

\ 

as  to  the  value  of  the  service  is  one  example  and  therefore 
the  rate  would  be  really  all  the  traffic  would  bear.  But 
if  that  ceiling  had  not  .been  reached,  then  your  various 
rates  could  ■  be  set  which  might  yield  the  company  a  fair 
per  cent  rate  of  return, 
q  Yes. 

A  Then  I  would  judge  the  Board  would  then  get  it  down  to 
what  is  a  reasonable  rate  under  those  circumstances  and 
it  would  not  be  all  the  traffic  would  bear. 
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0,  Well  then  as  I  understand  it  one  of  the  functions,  one  of  the 
main  functions  of  this  Board  is,  having  this,  or  under  this, 
ceiling  of  reasonableness,  to  permit  or  to  see  that  the  Utility 
V  Company  gets  sufficient  revenue  to  pay  its  operating  expenses, 

or  a  fair  return  on  its,  on  a  fair  rate  base,  and  its  depre¬ 
ciation  ? 

A  That  Is  right,  ’ 

Now  then  I  suggest  to  you  that  there  is  another  important 
function  which  these  Boards  ordinarily  have  to  discharge  and 
that  is,  having  decided  or  having  determined  that  the  utility 
has  to  get  so  much  overall  revenue,  it  has  to  decide  that,  as 
between  the  parties  served  by  that  utility,  how  they  are  going 
to  contribute  to  or  apportion  as  between  themselves,  that  rev- 
enue  which  has  to  be  supplied  ? 

A  That  is  correct.  That  is  an  important,  in  my  opinion,  that  is 
an  important  function  of  the  usual  committee, 

0,  So  having  ascertained  the  overall  costs  to  the  Utility  Company, 
and  when  I  say  ’’overall  costs”,  I  mean  the  revenue,  the  net 
rate  of  return  and  depreciation  and  so  on,  it  then,  as  you  say, 
decides  how  it  shall  be  raised  and  allocates  that  between  the 
various  parties  who  are  getting  the  service,  that  is  a  fair 
way  of  putting  it  ? 

A  That  is  right. 

Q  Now  I  suggest  to  you,  Mr.  Zinder,  as  an  utility  expert,  who 

has  had  to  do  with  rate  schedules  and  compilations  of  them  and 
so  on,  that  one  of  the  bases  of  making  that  allocation  is  to 
find  out  as  nearly  as  possible  by  soma  reasonable  method  the 
respective  costs  of  the  service  specifically  furnished  to 

f 

those  individuals,  is  that  a  factor  entering  into  the  compil¬ 
ation  of  this  rate  schedule  ? 
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A  Yas  that  is. 

0,  And  it  is  an  important  factor,  is  it  not  ? 

A  Very  important,  yes. 

0,  Now  then  as  a  background  for  one  or  two  other  questions  which 
I  intend  to  ask  you,  I  am  going  to  refer  you  to  an  excerpt 
found  in  Volume  17  of  the  transcript,  Pages  1345  and  1346  and 
I  am  reading  from  the  cross-examination  of  Mr.  Brownie  of  the 
G-as  Company  on  April  3rd  last  when  I  was  cross-examining  him; 
Mr.  Brownie*  am  I  right  in  this,  that  the  district  of 
Calgary  and  Southern  Alberta  is  probably  one  of  the 
most  difficult  to  serve,  -  I  am  leaving  out  now  the 

actual  cost  of  producing  gas  and  I  have  in  mind,  it  is 

very  cold  in  the  winter  at  times  and  in  the  summer  you 
do  not  use  much  and  then  in  the  winter  you  have  varia¬ 
tions  from  day  to  day,  what  would  you  say  as  to  that? 

A  We  do  not  have  a  good  load  factor. 

0,  As  a  matter  of  fact  it  is  about  as  varied  as  you  could 

get  anywhere,  is  it  not  ? 

A  I  have  not  compared  them,  Mr.  Chambers. 

Q,  But  it  is  not  good  anyway  ? 

A  It  is  not  good. 

0,  And  the  poorer  your  load  factor  the  more  expensive 
operating  conditions  are,  is  that  not  right,  taking 
them  by  and  large  ? 

A  Other  things  being  equal. 

Q  Yes,  and  I  have  in  mind  that  when  you  have  a  poor  load 
factor  you  have  substantial  extensions  which  are  not 
always  in  use  os  whan  there  is  a  good  load  factor  ? 

A  That  is  correct. 
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'A 

Q 

A 

Q 


A 

0, 


A 

0  ^ 


A 

A 


0,  It  is  more  or  less  very  variable  ? 

A  That  is  correct,  ” 

Now  you  have  run  into  this  term  ’’load  factor"  and  "peak  load 
demand"  and  so  on  ? 

I  certainly  have,  I  certainly  have. 

And  those  are  matters  that  you  have  taken  into  consideration 
when  you  come  to  forming  a  rate  schedule  ? 

They  are  very  important  for  that  consideration. 

Because  those  are  things  that  substantially  affect  the  cost  ? 
They  certainly  do. 

Now  to  illustrate  what  I  have  in  mind,  we  will  assume  that 
there  is  or  we  will  take  a  gas  supply  to  an  industrial  plant 

we  will  say  running  twenty-four  hours  a  day  and  seven  days  a 

week,  and  using  a  more  or  less  uniform  rate  par  day.  Now  as 
I  understand  it  that  is  one  of  the  ideal  ways  or  one  of  the 
most  economical  loads  to  supply,  is  that  right  ? 

That  is  right,  that  is  a  high  load  factor  load. 

Yes,  and  on  the  other  hand,  an  industry,  we  will  take  the 
other  extreme,  an  industry  that  operates  we  will  say  only  part 
of  the  year  and  it  requires  a  seasonable  load,  that  wpuld  be 
one  of  the  most  costly  customers  to  supply,  would  it  not,  from 
the  standpoint  of  an  utility  ? 

That  is  right. 

Nov?  v/ould  you  say  as  a  rate  man,  in  the  light  of  your  exper¬ 
ience  in  these  matters,  that  those  two  customers  would  be 
entitled  to  the  same  rate  per  Mcf.  for  gas  supplied,  over-all 
generally,  from  the  same  field  and  so  on  ? 

) 

They  would  not,  in  my  opinion. 

Why  ? 

Because  the  cost  of  serving  the  low  load  factor  customer  is  so 
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muoh  higher  than  those  to  serve  the  high  load  factor  customer. 

The  low  load  factor  customer  causes  substantial  investments  in 

* 

relation  to  and  in  proportion  to  the  volume  used,  whereas  the 

high  load  factor  customer  causes  or  gives  rise  to  a  muoh  less 

investment  for  the  same  volume,  or  it  might  be 'put  on  the  pro¬ 
portional  basis.  I  am  not  dealing  now  with  the  question  of  the 

diversity  of  those  loads  on  the  system  to  take  those  two 

customers.  That  would  be  my  answer. 

Q, 

I  see,  I  used  those  two  customers  at  either  extreme  to  illus¬ 
trate  the  general  principle  ? 

A 

Yes. 

Cl 

Now  then  would  you  consider  for  a  moment  the  position  of  the 

0  A 

domestic  customer  in  this  locality  ? 

Yes. 

Cl 

j 

And  bear  in  mind  when  I  am  talking  about  the  domestic  customer 

here,  I  am  talking  about  the  domodtio  customer  that  uses  gas 

for  heating  his  home. 

A 

Yes. 

Q 

You  see  ? 

A 

Yes. 

Cl 

Now  it  is  obvious  to  you,  from  the  weather  now,  that  that 

domestic  consumer  load  is  very  apt  to  vary  and  does  vary  con¬ 
siderably  from  winter  to  summer  ? 

* 

#  A 

Q 

I  have  not  been  here  in  the  summer  Mr.  Chambers,  but  -  - 

You  will  assume  there  is  soma  difference  ? 

A 

That  is  right,  but  I  understand  there  is  quite  a  variation  in 

temperature  in  Calgary  as  between  summer  temperatures  and  winter 

temperatures. 

Q  Than  I  am  going  to  ask  yoa  to  assume  this,  -  you  may  not  believe 
it  but  I  am  asking  you  to  assume  it,  -  that  even  in  the  -winter 
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A 


A 


0, 


A 

Q 


we  have  substantial  variations  of  temperature  from  day  to  day, 
have  you  ever  heard  of  the  term  ^’ohinook^’  up  in  this  country  ? 

I  have. 

THE  CHliro-IAN: 

MR.  CHAMBERS: 
sec  one, 

WITNESS: 

seeing  one  myself, 

MR.  CHAl'lBERS: 

the  load  factor  of  the  domestic  customer  as  well  as  the  varia¬ 
tion  from  winter  to  summer  and  so  on  ? 

That  is  right. 

Yes,  and  would  you  say  that  the  domestic  consumer  load  here 
in  this  climate,  assuming  what  I  have  told  you  is  so,  that  we 
have  a  poor  or  a  good  load  factor  ? 

Under  the  conditions  which  you  outlined,  Mr.  Chambers,  I  would 
assume  that  it  would  be  a  comparatively  poor  load  factor, 
yes. 

Now  I  am  suggesting  to  you  that  the  poorer  the  load  factor, 
and  I  think  you  have  already  told  me  this,  the  poorer  the  load 
factor,  taking  it  by  and  large,  the  initial  investment  in  the 
plant  is  required  to  be  larger  than  it  would  otherwise  be  ? 

That  is  right. 

And  incidentally  I  suggest  that  the  operating  costs  or  the 
administrative  costs  for  that  kind  of  a  load  are  more  expansive 
per  Mcf.  than  they  would  be  on  the  industrial  load  which  I  have 
referred  to  ? 

I  think  so. 

Because  it  costs  as  much  to  read  the  meter  showing  the  consump¬ 
tion  in  a  five  roomed  house  as  it  does  the  consumption  and  so 


Are  you  expecting  one  today,  Mr.  Chambers  ? 
I  am  not  expecting  one  but  I  would  like  to 

I  might  say  I  have  been  looking  forward  to 

Well  the  variation  in  the  winter  affects 
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on  in  a  large  industrial  plant,  and  things  of  that  nature  ? 

A  That  is  right, 

0,  And  the  same  will  apply  to  the  buildings  and  so  on  ? 

A  It  is  within  limits,  probably  the  meter  reading  cost  is  about 

the  same.  It  depends  upon  how  often  the  meters  are  read. 
Usually  it  has  been  my  practice  to  distribute  meter  readings 
costs  on  a  per  customer  basis.  There  are  some  variations  but 
that  has  been  my  practice  anyway. 


(  G-o  to  Page  4212  ) 
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0,  That  is,  for  the  purpose  of  your  compilation  of  rates,  bat 
what  I  am  trying  to  bring  oat  is  that  from  the  actaal  costs, 

I  am  saggesting  to  you  that  the  cost  of  reading  a  meter  in  a 
five-roomed  house  is  to  all  intents  and  purposes  as  great  as 
to  read  a  meter  in  a  large,  say  packing  plant  that  uses  hundreds 
of  times  more  gas.  I  mean  the  actual  out-of-pocket  cost, 
would  it  not  be? 

A  Thore  would  be  some  difference  in  that  meter  reding,  Mr. 
Chambers.  It  depends  on  the  type  of  meters  used* 

0,  But  it  would  be  out  of  proportion,  would  it  not,  the  pe- r  MCE 
cost,  the  cost  of  reading  the  meter  per  MCE  in  allocating 
your  costs  for  a  thousand  cubic  feet,  and  the  cost  of  the 
reading  of  the  meter  of  the  domestic  consumer,  the  cost  of 
reading  the  meter  to  the  domestic  consumer  works  out  at 
several  times  more? 

A  Yes . 

Q  Than  it  would  for  the  other? 

A  Yes.  I  am  sorry,  Mr  .Chambers ,  I  did  not  realize  you  v/ero 

speaking  in  terms  of  unit  costs. 

A  So  that  there  are  certain  items  of  operating  costs  which  are 
mo  re  ? 

A  Ygs,  that  is  right. 

Q  And  those  meters  that  I  have  talked  to  you  about  arc  really 
one  of  the  basic  reasons  why  we  find  that  the  domestic  rates 
are  higher  per  MCE  than  industrial  rates? 

A  I  would  certainly  say  so. 

Q,  Now  then,  let  us  direct  our  attention,  Mr.  Zinder,  to  the 
Turner  Valley  proposition  itself.  You  know  the  wet  gas  is 
gathered  into  the  utility  systems  from  the  v^ellheads? 

A  Yes . 

0,  It  is  then  compressed  by  that  same  system,  there  is  a  certain 
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amount  of  compression? 

A  Yes . 

0,  And  then  the  gas  is  carried  to  t.he  absorption  plant  where  the 
wet  gasoline  content  is  taken  out,  you  Imow  that  do  you? 

A  Yes. 

0,  And  then  the  remaining  quantity  is  either  scrubbed  and  sent  to 
the  market  or  it  is.  stored  for  future  uiarket  requirements? 

A  Yqs  • 

A  And  I  am  asking  you  to  assume,  if  you  do  not  know  it,  that  it 
is  necessary  in  any  event  to  remove  that  gasoline  content  from 
the  gas  so  as  to  make  the  dry  gas  marketable? 

A  All  right . 

0,  That  is  one  of  the  things.  Nov^>  I  am  asking  you  in  the 
light  of  those  facts;  what  have  you  got  to  say  as  to  the 
basts  for  the  theory  upon  which  the  utility  gatherirg  company, 
and  I  am  referring  now  particularly  to  the  Madison  Company, 
should  base  its  charges  to  the  absorption  plant  company  for 
the  gathering  service  that  it  performs  in  relation  to  this 
gas? 

A  Yes.  The  most  scientific  basis  of  making  those  charges,  in 
my  opinion,  would  be  on  a  demand  and  commodity  basis.  By 
that  I  mean  I  would  allocate  costs  of  the  gathering  system 
on  a  demand  and  commodity  basis. Having  found  the  unit  demand 
cost  and  the  unit  commodity  cost,  I  would  then  determine  the 
various  classes  of  customer  or  uses  and  their  responsibility 
for  that  demand,  and,  similarly,  for  the  various  classes  of 
uses  or  customers  the  MCF  or  volume  that  they  are  responsible 
for  of  the  total.  I  v^rould  then  apply  the  unit  demand  cost 
and  the  unit  commodity  cost  to  those  respective  demands  and 
volumes  to  obtain  the  cost  for  those  respective  uses  or  customers#. 
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0,  MR.HARVIS:  May  I  jast  interject  one  question? 

I  see  in  your  evidence  previously,  Mr*  Zinder,  that  you  use 
the  words  ^’demand  and  voluraatrio  basis”,  is  that  the  same  thing? 
MR.  CHAi.'.EERS :  I  was  just  going  to  ask  that,  Mr. 

Harvi e . 

\ 

A  THE  V/ITrJ313:  I  use  demand  and  volumetric  costs 

as  being  synonymous  in  my  terminology. 

0,  The  term  ”demand  and  volumetric  costs”  is  synonymous  in  your 
terminology? 

A  Yes , 

Q,  '  They  are  synonymous? 

« 

A  Yes.  I  use  them  interchangeably* 

Q,  Now,  Mr. Zinder,  I  get  your  idea,  but  I  do  not  just  follow  it 
through  when  you  talk  about  the  demand  of  costs.  How  do  you 
apply  that  to  this? 

A  Well  the  gathering  system,  has  a  certain  capacity.  That  capacity 
•has  been  initially  determined  based  upon  the  service  expected 
to  be  rendered,  the  maximum  volume  to  go  through  that  line. 

That  m-aximum  volume,  generally  on  a  daily  basis,  is  the  total 
demand  that  that  gathering  system  or  line  can  carry.  Now, 
usually  the  size  of  the  line  is  determined  by  the  peak  demand 

f 

expected  on  the  system.  During  the  time  of  that  peak,  certain 

r 

uses  or  customers  are  using  that  capacity,  and  I  W)  uld  distri¬ 
bute  them,  the  total  demand  costs,  in  proportion  to  their 
use  of  that  capacity  at  the  time  of  the  peak. 

0,  Did  you  have  anything  to  do  when  you  were  with  the  Federal 

Po\/er  Commission  with  the  regulation  hearing  or  the  regulatory 
hearing  of  that  body  in  connection  with  one  of  the  companies, 
the  Colorado  Interstate,  and  there  was  the  Canadian  River 
and  tho  Panhandle,  did  you  ever  have  anything  to  do  with 


those? 


€' 


H-2-4 


H.Zindor, 

Gross-Qxam,  by  Mr.  Chambers* 

-  4215  - 


A  Yes,  I  assisted  and  sapervised  the  preparation  of  certain 
evidence  that  v/as  introduced  at  that  hearing. 

Q,  It  is  my  understanding  that  under  the  Natural  G-as  Aot  of  the 
United  States  that  the  Federal  Pov\rer  Oom'.ission,  being  a 
Federal  body  created  by  Federal  statute,  had  authority  to 
regulate  inter-state  operations  of  gas,  is  that  right? 

A  Inter-state  operations  or. the  sale  for  re-sale  of  natural  gas. 

Q,  And  then  under  the  Stats  statutes  that  you  have  down  in  that 

country,  the  State  bodies  have  to  do  v/ith  the  regulation  of 

gas  and  other  utilities,  gas  companies  and  other  utilities 
that  operate  inter-state,  is  that  the  term  you  use? 

A  Intra. 

Q,  Intra? 

A  ^es . 

Q,  Is  that,  by  and  large,  right? 

A  Most  states  operate  intra-state  with  the  gas  companies. 

Q,  And  it  is  my  understanding  in  this  Colorado  case  that  there 

were  certain  facilities,  certain  facilities  with  regard  to  the 
gathering  and  so  on,  that  supplies  gas  for  both  inten-state 
operation  and  intra-state  operation,  is  that  right? 

A  That  is  right,  inter- and  intra-state. 

0,'  And  that  during  the  course  of  that  hearing  the  Commission 

was  confronted  with  the  fixing  or  allocation  of  costs  or 
value  of  service  or  something  of  that  nature  as  between  those 
two  kinds  of  operations? 

A  It  did,  yes. 

Q  And  that  then  that  decision  was  appealed  and  finally  was 

dealt  with  by  the  United  States  Supreme  Court  in  the  Colorado 
Interstate  Cas  Company  vs  .  the  Federal  Pom-er  Commission,  and 
the  Canadian  Riiver  Cas  Company  vs.  the  Federal  Power  Commis- 
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Sion  and  it  is  reported  in  1945,  58  Public  Utility  Reports, 

New  Series  at  page  65.  Now,  the  United  States  Supreme  Court, 
as  I  understood,  upheld  the  ^'oderal  Power  Commission, you 
know  that? 

A  Yes . 

Q,  And  one  of  the  matters  up  for  discussion  was  the  basis  upon 
which  they  allocated  those  costs? 

A  Yes . 

Q,  Now,  can  you  tell  for  the  purposes  of  the  record  the  basis 
upon  which  they  did  allocate  the  costs,  do  you  recall? 

A  Ye  s ,  I  do  . 

0,  Yes? 

A  The  costs  were  allocated . 

MR.  STEER:  Mr.  Chairman,  may  I  ask  whether  the 

witness  is  giving  this  answer  based  on  the  record  of  this 
case  or  v^hether  he  is  giving  the  answer  by  knowledge  of  what 
occurred  in  the  deliberations  of  the  Commission? 

MR.  CHAMBERS:  He  told  us,  I  think,  that  he  was, 

personally  concerned  in  that  case,^  and  I  am  asking  him  on 
what  basis  the  Federal  Power  Commission  did  that.  I  am  prepared 
to  put  the  report  in. 

THE  CHAIRI\/iAN:  Y/ell,  if  their  allocation  was  the 

same  as  his  recommendation  as  to  the  allocation,  then  I  think 
the  evidence  is  proper. 

MR.  CHAMBERS:  How  does  the  method  that  you  recom¬ 

ment  compare  v/ith  what  the  Commission  did  in  that  case? 

MR.  STEER;  I  do  not  understand,  Mr.  Chairman, 

that  this  witness  did  make  the  recommendation  entirely. 

MR.  CHA-BERS :  I  am  talking  about  the  recommendation 
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MR.  STEER:  I  take  it  he  had  soma  part  in  tha 

preparation  of  the  submissions.  Now  if  this  witness  is  going 
to  say  that  he  recommended  how  these  costs  should  be  allocated 
and  that  the  Federal  Power  Commission  adopted  his  r6Conr.ion da tion, 
that  is  one  thing.  If  he  is  prepared  to  say  that,  then  of 
course  I  would  be  very  interested  in  hearing  it. 

THE  GHAIRLjAN:  That  is  jos  t  exactly  ¥sfhat  I  said,  Mr. 


Steer . 

W.  t  STEER:  He  has  not  said  that  yet. 

V/ITNE33:  I  will  be  glad  to  state  my  part  in 

that  case. 

t 

MR.  GHMBERS:  Go  aheadJ’ 

The  cost  allocation  in  that  case  w,_.s  prepared  partially  under 
my  supervision.  I  say  partially  because  before  it  was  permitted 
to  be  used  and  submitted,  it  cleared  my  desk,  putting  it  that 
way.  It  had  passed  my  approval  or  had  my  approval.  It  was 
not  done  entirely  under  my  supervision  because  the  individual, 
Mr.  1/illiam  H.  Lyons,  who  introduced  the  exhibit  and  testi¬ 
fied  on  it,  v/as  at  that  time  in  the  'Jlngineering  Bureau,  as  it 
was  called,  which  was  separate  from  our  division.  Shortly, 
subsequent  to  that  that  Engineering  Division  was  transferred 
to  my  division*  The  principles  adopted  and  used  in 

Mr.  Lyons’  exhibit  were  those  which  I  approved  and  considered 
reasonable  and  proper. 


(Go  to  page  4218 ) . 
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Q, 


As  far  as  I  can  recollect . 

MR.  STEER;  If  we  ere  proposing  to  show  v^hat  was 

done,  I  have  a  further  suggestion  to  make,  sir.  First  of 
all  I  am  not  satisfied,  you  may  be  but  I  am  not  satisfied 
that  this  witness  did  prepare  that  submission  and  I  would 
suggest  that  if  evidence  is  going  to  be  given  of  this 
character  that  we  ought  to  have  the  document, 

MR.  CHAMBERS:  Well  all  I  can  say  is  this,  if  this  Board 

is  going  to  adopt  technical  rules  of  evidence  at  this  stage 
I  think  we  should  all  know  about  it,  and  then  we  can  all  act 
in  accordance.  But  the  question  I  am  putting  to  this  witness 
is  no  wider  and  no  farther  afield  than  other  questions  that 
have  been  put  to  witnesses  who  have  been  put  in  this  box. 

THE  CHAIRMAN;  Mr.  Chambers,  he  can  give  evidence  of 

of  the  allocation  of  costs  which  passed  his  desk  and  then 
we  can  read  the  judgment  for  ourselves. 

MR.  CHMfflSRS:  I  am  only  referring  to  it  for  the  purpose 

of  discussion,  because  I  think  the  discussion  at  least  will  be 
helpful. 

THE  CHAIB/TAN:  Whet  I  really  meant  to  say  was  that  after 

having  heard  the  evidence,  we  can  find  out  from  the  judgment 
itself  the  extent  to  vhich  the  commission  applied  his  formula 
or  allocation. 

MR.  CHMBERS:  I  will  not  pursue  that  matter  further 

because  I  think  i  have  accomplished  my  purpose  in  other 
cases , 

Mr.  Zinder,  as  I  understand  it,  this  matter  of  iiia  application 
of  what  I  am  going  to  ceil  it,  the  volumetric  method,  to  peak 
load  demands  rather  than  just  taking  the  volume  over  the 
whole  year,  or  a  period,  is, based  on  the  fact  that  in  your 
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opinion  et  lerst  peek  loed  represents  the  cepecity,  the  extra 
capacity  by  way  of  capital  investment  that  is  required  to 
take  cere  of  certain  customers. 

A  That  is  right.  The  peak  load  expected  of  any  system  is 
generally  the  determining  factor  as  to  the  size  of  that 
system,  which  in  turn  determines  the  investment  and  there¬ 
fore  it  can  be  said  that  the  invest  m.ent  is  generally  pro¬ 
portional  to  the  peak  load. 

0,  Now  then  let  us  apply  that  to  this  situation  we  are  talking 
about  in  Turner  Valley.  As  I  understand  it,  the  peek  load 
or  maximum  demand  of  the  system  is  caused  by  the  burners  in 
the  City  of  Calgary  and  other  parts  of  the  Gas  Company’s 
system.,  Would  that  be  a  fair  way  to  put  it? 

A  Yes.  Ido  not  know  the  exact  facts  there. 

'b  I  am  asking  you  to  assume  that. 

A  Yes. 

Q.  You  would  not  be  surprised  if  my  assumption  is  probably 
correct? 

A  well  I  do  not  know,  Mr.  Chambers. 

0,  Nov(/  then,  if  the  absorption  plant  load  has  to  fluctuate 
with  the  gas  market  demand,  the  gas  gathering  system  of 
the  gathering  company  would  have  to  be  designed  primarily 
to  take  care  of  the  market  peak  load. 

A  That  is  right. 

^  If  they  are  going  to  supply  the  peak  load. 

A  Yes. 

V  I  am  also  su jesting  to  you  that  the  gasoline  plant  itself 
would  also  have  to  be  designed  with  sufficient  capacity 
to  handle  those  peak  load  volumes,  assuming  that  it  is 
necessary  to  take  the  gasoline  out  of  the  gas  gathered 
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to  make  it  fit  for  market. 

A  I  would  assume  that  to  be  so. 

THE  CHAIRMAN:  Do  you  not  think  you  should  put  to  the 

witness  this,  that  the  gas  gathering  system  leading  to  the 
absorption  plant  wa®  not  designed  to  carry  the  peak  load  or 
peak  requirement. 

MR.  CHAT^^BERS:  I  think,  sir,  the  evidence  is  just  the 

opposite  to  that, 

THE  CHAIRJ/FAN:  Then  why  did  you  have  so  many  flares? 

MR.  CHAMBERS;  In  view  of  Mr.  Stevens- Gui lie  ’  s  evidence 

and  there  has  been  no  evidence  called  here  to  contradict  it. 

* 

In  any  case,  I  am  asking  to  put  it  to  him  as  an  assumption, 
THE  aiAIRMAN:  Quite  so. 

MR.  CHAMBERS:  Mr.  Steven  s-Guille  ^  s  evidence  on  the 

record  is  to  that  effect  and  has  not  been  contradicted. 

Some  people  have  made  a  lot  of  insinuations  in  the  witness 
box,  and  counsel  have  attempted  to  do  so. 

THE  CHAIKMN:  At  the  same  time  I  think  you  should  also 

put  that  assumption  to  him, 

A  I  was  taking  these  statements  as  assumptions  to  be  used  in 
submitting  the  principles  that  would  apply. 

1 

Q  MR.  CHA^-IBERS:  If  the  assumptions  are  not  so,  you  are 

not  bound  by  or  you  do  not  intend  that  your  answers  should 
apply  unless  the  assumptions  apply. 

A  That  is  right,  Mr.  Chambers. 

BLANCHARD:  I  did  not  hear  the  question  and  the 

answer  before  the  discussion. 

(BY  THE  REPORTER  READING)  :  I  am  also  suggesting  to 

you  that  the  gasoline  plant  itself  would  also  have  to 
be  designed  with  sufficient  capacity  to  handle  those  peak 
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load  volumes;  assuming  that  it  is  necessary  to  take  the 
gasoline  out  of  the  .gas  gathered  to  make  it  fit  for  market. 

'A.  I  would  assume  that  to  be  so.” 

0,  THE  CHAIRMAN:  VVould  have  to  be  designed. 

MR.  CHMB.3RS:  Yes,  would  have  to  be.  There  might  be 

half  a  dozen  other  reasons  but  I  say  in  order  to  meet  this 
situation  it  must  be  designed  that  way. 

THE  CHAIRMAN:  If  you  were  building  a  new  one,  that  is 

the  basis  on  which  you  would  design  it? 

MR.  CHAliBIRS:  Yes. 

THE  CHAIRMAN:  All  right,  ge  ahead  then. 

Q,  MR.  CHATi'IBSRS:  '  Now  I  am  going  also,  for  the  purpose  of 

our  next  discussion,  to  refer  you  to  another  matter  that  is 
already  on  the  record.  Volume  12  of  the  transcript,  dated 
March  20th,  1945,  pages  939  and  940.  I  am  reading  from  the 
evidence  of  Ralph  E.  Davis,  who  was  called  by  the  Gas  Company, 
in  response  to  certain  questions  that  I  put  to  him: 

Mr.  Davis,  is  it  not  true  that  the  Royalite  Absorption 
plant  would  have  had  the  same  connected  supply  whether  this 
system  of  conservation  had  been  put  in  or  not? 

A.  Well,  I  wish  to  answer  the  question  -  when  we  are  talking 
about  this  system,  I  do  not  know  whether  you  mean  this  system 
of  conservation  as  recently  ordered  by  this  Board. 

Q.  Yes. 

A.  You  mean  to  say  that  the  Royalite  plant  would  have  had 
the  same  gas  throughput  connected  to  it  after  Royalite 
decided  to  make  certain  extensions  in  the  field  within  the 
last  year  end  a  half. 

Yes. 

A.  Now  you  ask  me  would  it  not  have  the  same  connected 
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’’gas  delivery  as  it  will  have  under  this  system. 

Yes.  Substantially.  Wet  gas  I  am  talking  about, 

A.  Well  it  would  be  getting  the  G.O.P.  gas. 

Q.  It  is  not  getting  the  G.O.P.  wet  gas  now,  I  mean  under 
this  ^stem  as  I  understand  it. 

A.  Well  the  G.O.P.  gas  comes  to  you. 

* 

o.  I  am  talking  about  the  absorption  plant,  about  wet  gas. 
A.  Oh  you  are  talking  about  the  wet  gas? 
q.  Yes. 

A.  Not  dry  gas? 

0.  NO, 

A,  so  far  as  the  vv’et  gas  is  concerned,  I  believe  the  answer 
to  your  question  is  »yes’.” 

I  am  asking  you  to  assume  that  is  so 

for  the  moment. 

A  All  right. 

^  And  I  am  asking  you  to  assume  that  the  absorption  plant  vvill 
operate  for  the  purpose  of  taking  gasoline  out  of  the  wet 
gas  gathered  so  long  as  the  Madison  system  supplies  gas  to 
the  market.  I  ask  you  to  take  those  two  assumptions,  I  am 
suggesting  to  you  that  it  would  be  fair  to  allocate  those 
costs  in  total  as  betv\?een  the  absorption  plant  and  other 
customers  based  on  the  peak;  that  that  would  be  a  fair 
proposition, 

A  I  would  allocate  the  demand  costs  in  proportion  to  the 
responsibility  for  the  peak,  yes. 

q  NOW  then,  assuming  that  the  absorption  plant  saySj  ”We  are 
quite  prepared  or  content  to  go  further  and  allocate  them 
on  a  straight  volumetric  basis.  Leave  out  the  peak,  we 
are  prepared  to  pay  our  average  per  mcf  proportion  of  all 
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^’the  cost,  that  is  whether  the  costs  are  due  to  the  peak  or 
otherwi s  e.” 

What  would  you  say  to  that  basis  as 
compared  with  the  one  you  have  just  outlined? 

A  On  t he  basis  of  s  straight  mcf  allocation,  that  customer  ' 
would  be  receiving  or  absorbing  more  than  a  proper  share 
of  the  costs  if  he  had  no  responsibility  for  the  peak  or 
if  his  responsibility  for  the  peak  was  less  than  average, 

I  would  say. 


(Go  to  page  42 S4  ) 
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0,  Now  I  want  to  draw  your  attention  to  another  phase  altogether 
and  I  am  going  to  refer  you  again  to,  or  read  to  you,  from 
Volume  12  of  the  transcript  at  Pages  942  and  943,  -  again  from 

4 

the  evidence  of  Mr.  Ralph  Davis  in  response  to  certain  quest¬ 
ions  I  put  to  him: 

^’0,  Mr.  Davis,  my  understanding  is  that  it  is  not  an  un¬ 
common  practice  in  the  States  that  gas  companies 
supplying  cities  or  urban  centres  consistently  carry 
as  part  of  their  rate  base  or  part  of  their  expendi¬ 
tures,  which  is  added  into  the  comsuner’s  rate,  costs 
for  keeping  the  gas  reserves  available,  undeveloped 
fields.  In  other  words,  it  is  common  through  the  con¬ 
sumers’  rate  to  pay  something  to  insure  a  supply  of  gas 

y 

a  number  of  hears  ahead  ? 

A  Yes,  and  I  have  always  been  an  advocate  of  that  scheme.” 

Now  then  what  has  your  experience  been  in 

that  regard  ? 

A  I  agree  with  Mr.  Davis’  testimony  that,  and  it  has  been  my 
experience,  that  the  costs  of  proven  but  undeveloped  acreage 
end  costs  of  exploration  and  development  and  similar  costs, 
to  assure  an  adequate  supply,  have  been  allowed  in  expenses 
and  in  the  investment. 

Now  I  am  assuming  now  of  course  that  they 
ere  all  reasonable  costs,  that  is  the  amounts  are  reasonable 
and  proven. 

Q  Now  as  I  understand  it,  there  was  some  discussion  with  you  on 
Tuesday  about  the  shrinkage  of  the  market  due  to  increased 
rates,  I  think  Mr.  Fenerty  raised  that,  do  you  recall  that  ? 

A  Yes,  if  you  are  referring  to  the  ’’vicious  circle  argument” 
which  ha  termed  it. 
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0, 

A 


A 


A 

0, 


I  was  not  horo  but  I  gathorod  that. 

Ygs. 

Now  I  am  asking  you  to  assume  this,  that  tho  situation  in 
Calgary  prior  to  January  1st,  1944,  was  such  that  tha  G-as 
Company  undar  its  than  pr availing  rat os,  immodiataly  prior 
to  January  1st,  1944,  undar  its  than  prevailing  rates  sohad- 
ula,  has  practically  all  of  tha  ovailabla  gas  business  in 
Calgary,  in  other  words,  they  hod  all  homes  connected  on  their 
distribution  system  and  they  had  practically  all  the  business 
blocks  and  it  had  a  large,  had  by  far  the  greatest  part  of  the 
industrial  business  in  Calgary,  and  I  am  also  asking  you  to 
assume  that  since  January  1st,  1944  there  have  been  a  lot  of 
houses  that  have  been  built  on  streets  which  are  served  by 
tha  gas  distribution  system  and  I  am  also  asking  you  to  assume 
that  as  at  tho  1st  of  January  1944  there  was  a  two  cent  reduc¬ 
tion  in  not  all,  but  practically  all,  the  consumer  business, 
domestic  consumer  business,  -  now  assuming  those  things  are 
correct,  what  would  your  view  as  an  expert  in  those  matters 
be,  if  the  rate  in  force  immediately  prior  to  the  1st  of  Jan¬ 
uary  1944  wore  restored,  assuming  that  there  is  no  other 
factor  involved  ? 

Lot  mo  see  if  I  get  your  assumption  correct,  in  making  my 
answer  or  giving  my  answer,  -  assuming  under  a  certain  rate 
a  completely  one  hundred  percent  saturated  domestic  market, 

I  am  assuming  now  -  - 

I  am  not  saying  one  hundred  percent  but  I  say  it  is  over  ninety 
percent  and  I  am  asking  you  to  assume  that  ? 

All  right,  all  right.  We  will  say  "substantially  saturated  as 
high  as  ninety  percent"  . 

Yes . 
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A  A  two  cont  rcato  reduction  is  rmado. 

0,  Ygs. 

A  To  that  class  of  consumor. 

Q  Y  0  s , 

A  iind  thon  a  year  lotor  tho  original  rates  are  restored. 

0,  ^fell  not  a  yocar  later  but  two  years  later, 

A  Two  years  later  the  original  rates  are  restored. 

0,  Yes  and  I  put  in,  although  I  do  not  know  if  it  is  of  any  moment 

to  you  or  not,  since  January  1st,  1944  a  lot  more  houses  have 

been  erected,  and  I  ask  you  also  to  assume  that  practically  all 
of  the  houses  in  Calgary  on  streets  where  there  is  gas,  use 
gas  ? 

A  Yes.  I  would  not  expect  much  change  in  tho  use  of  gas  under 
those  circumstcances.  I  have  not  made  a  market  study  of  the 
cl-^ss  of  the  customers  and  their  incomes  and  so  forth.  You 
would  find  perhaps  some  customers  would  go  off  but  I  would  be 
surprised  if  there  would  be  many  and  you  might  find  some  cus¬ 
tomers  who  are  right  at  tho  m^'.rgin,  perhaps  watching  their  gas 
bills  closer,  that  is  my  opinion. 

0,  THE  CHAIRt.'iAN:  And  one  other  thing,  there  would  be  an 

4 

extremely  loud  vocal  protest  for  a  weak  or  two  from  all  cus¬ 
tomers  ? 

A  There  would  be  a  protest,  Mr.  Chairman,  to  any  increase  in 
rates, 

^  hIR.  CHiJvlBERS:  You  do  not  suggest  the  rate  should  be  fixed 

on  tho  basis  of  protest  ? 

A  I  would  not  suggest  it,  Mr.  Chambors. 

MR.  STEER:  That  would  depend  upon  how  loud  and  how 

long. 

THE  CHAIRhUN:  Wa  would  have  rate  changes  every  month  if 
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tho  ohnngos  woro  mado  on  that  brasis. 

0.  MR.  CI-LilVIBERS :  Yos.  Now  I  ^ust  want  to  talk  to  you  for 

a  momont  about  ”oash  working  onpital’’  and  my  understanding  is 
that  the  Federal  Power  Commission  uses  os  a  basis  for  allocat- 

4 

ing  or  deciding  upon  the  amount  of  cash  working  capital,  one- 
eighth,  or  45/265ths  of  the  estimated  operating  expenses  of 
the  year  ? 

A  Yos,  less  the  costs  of  purchased  gas.  .  For  general  purposes 
and  for  actually  determining  the  rate  informally,  where  they 
are  or  have  been  reached  by  agreement,  the  recognized  way 
that  the  staff  have  uniformly  used  has  been  one-eighth  of  the 
operating  expenses  lass  the  cost  of  purohrosed  gas.  In  for¬ 
mal  investigations  of  course  a  study  is  usually  made  of  the 
cash  requirements  of  the  company  but  taking  those  studies 
which  have  bean  made  in  the  formal  investigations, we  find  that 
this  general  rule  is  reasonable,  it  usually  is  about  that 
much  and  that  is  what  we  have  used  on  the  staff  on  reaching 
agreements  on  rotes  with  companies  on  an  informal  basis. 

MR.  CH^JIBERS:  I  have  one  more  feature  to  open  up,  sir, 

that  I  do  not  want  to  break  after  I  start  on  it  and  I  would 
be  obliged  if  you  would  take  your  recess  now. 

THE  CHi*IRIax*N:  All  right,  we  will  adjourn  now. 

(A  short  recess  was  here  taken) 

MR.  CKiAlBERS:  If  the  Chairman  pleases,  if  Mr.  Blanchard 

can  finish  this  morning  I  have  no  objection  to  him  going  ahead. 
However  I  am  prepared  to  go  ahead  and  if  Mr.  Blanchard  goes 
ahead  it  seems  we  might  finish  this  afternoon  so  far  as  I  am 
concern ad. 


TEE  CHAIRM/.N: 


Well  would  anyone  have  any  objection  to 
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sitting  this  afternoon  in  order  to  try  and  finish  this  phase 
of  Mr,  Zinder ’s  evidence,  subject  of  course  to  the  right  of 
resuming  cross-examination  if  you  wish  when  he  comes  back 
again. 

MR.  HARVIE:  That  is  if  Mr.  Blanchard  finishes  his  now. 

THE  CHAIRMAN:  Yes,  and  then  Mr,  Chambers  can  finish  his. 

HR.  HARVIE:  I  do  not  think  it  is  going  to  take  me  as 

long  as  I  anticipated,  my  q.uestions  have  .been  considerably  cur¬ 
tailed. 

THE  CHAIRMAN:  If  we  sit  this  afternoon  we  had  better 

adjourn  at  12.30  and  start  at  2  o^ clock,  is  that  agreeable  to 
everyone?  Very  well  we  will  do  that,  Mr.  Blanchard? 

CRQSS-EXAIvIINATION  BY  MR.  BLANCHARD; 

Q  Mr.  Zinder,  I  am  going  to  first  see  if  we  can  orystalize 'your 
opinion  as  to  the  basis  of  fixing  the  well  head  price,  in  a 
fow  short  propositions;  now  I  will  put  them  to  you  and  you  can 
agree  with  them  or  q_ualify  them  as  you  see  fit  ? 

A  All  right, 

Q,  And  the  first  is  that  the  producer  of  a  useful  commodity  for 
which  there  is  a  demand  is  entitled  to  a  fair  price  ? 

A  I  would  say  ’’yss’M 

0,  You  would  say  ”yes"  to  that  ? 

A  Yes, 

4 

Q  And  secondly,  that  under  regulations  so  long  as  the  burner-tip 
price  of  gas  is  lower  than  the  price  of  other  types  of  fuel 
presently  being  furnished,  the  price  of  gas  cannot  be  considered 
to  be  unfair  providing  such  price  does  not  result  in  an  undue 
profit  to  the  primary  producer  in  relation  to  his  investment  ? 

A  I  would  say  ’’y^s”,  '  Mr,  Blanchard,  with  one  qualification. 
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And  perhaps  I  am  coming  to  that. 

All  right. 

And  the  third,  that  under  regulation  the  well  head  price  to  be 
fixed  by  this  Board  must  not  be  at  such  a  figure  as  when  passed 
on  to  the  ultimate  consumer  ,  will  result  in  Impairment  of  the 
revenue  required  to  return  the  investment  of  the  operators  in 
the  field  and  the  retail  distributors,  together  with  a  fair 
rate  of  return  on  their  investment. 

May  I  a sk  thj r jport or  to  read  that  again  so  that  I  will  have  it 
in  mind. 

(Reporter  reading)  "Q,  And  the  third,  that  under  regulation 
the  well  head  price  to  be  fixed  by  this  Board  must  not  be  at 
such  a  figure  as  when  passed  on  to  the  ultimate  consumer  ,  will 
result  in  impairment  of  the  revenue  required  to  return  the 
investment  of  the  operators  in  the  field  and  the  retail  dis- 

4 

tributors,  together  with  a  fair  rate  of  return  on  their  invest¬ 
ment”  . 

IviR.  BIAN CHARD:  That  is  really  a  limitation  on  my  second 

proposition  ? 

4 

Yes.  I  would  say  ”yes”  with  one  qualification,  to  the  pro¬ 
ducers  that  are  in  there,  then  the  relationship  of  the  revenue 
to  the  cost  of  service,  and  cost  is  something  which  is  almost 
impossible  to  determine  I  would  think,  it  would  have  to  be  the 
value  of  the  service  in  my  opinion  at  that  point.  The  cost  of 
taking  that  value  of  service  and  adding  your  other  costs,  I 
would  say  ”yes”. 

I  see.  Now  let  us  assume  that  e  well  head  price  is  fixed 
by  this  Board  that  will  have  the  effect  of  raising  the  price 
to  the  domestic  consumer  by  25%,  let  us  assume  that  ? 

All  right. 
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A 
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A 
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Is  it  your  opinion  that  a  substantial  part  of  that  increase 
could  be  offset  and  would  be  offset  by  the  more  economical  use 
of  gas  by  consumers  ? 

That  assumption  Mr.  Blanchard,  that  increase  is  passed  on  to 
the  consumers  that  you  are  assuming  that  would  have  to  be  so. 

I  have  not  completed  study  as  to  the  relationship  between  the 
cost  of  gas  in  Calgary  and  competitive  alternative  substitutes, 
particularly  for  heating.  If  you  have  a  25^  increase  in  retail 
rates  I  could  not  say  as  to  whether  or  not  that  would  get- above 
that  level. 

Well  let  us  assume  it  is  not  above  that  level  ? 

All  right. 

Let  us  assume  it  is  not  above  that  level  ? 

I  would  assume  that  you  would  get  a  certain  amount  dimimtion 
of  use.  Generally  speaking  the  customer  is  going  to  keep  his 
house  comfortable.  The  customers  on  a  margin,  that  margin 
being  where  it  is  difficult  for  them  to  maintain  or  to  take 
care  of  their  expenses  would  certainly  try  to  out  down  by  the 
full  amount.  You  would  find  others  cutting  down  less  and 
probably  a  substantial  part  making  no  change,  simply  paying 
more  for  the  gas  and  keeping  their  houses  comfortable. 

Well  is  it  not  true  as  a  general  proposition  that  a  low 
price  for  gas  results  in  a  certain  amount  of  wasteful  use  ? 
Wasteful  in  the  sense  that  - 

The  householder  does  not  use  the  same  care.  Does  not  use  the 
best  appliances  for  saving  gas  and  so  on  ? 

I  would  agree  with  that  wastefulness  in  the  sense. 

Has  it  been  your  experience  that  where  the  price  of  gas  has 
been  raised  to  domestic  consumers  that  the  gas  bills  do  not 
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increase  in  the  same  proportion.  Have  you  had  any  experience 
or  have  you  made  any  study  of  that  at  all  ? 

I  do  not  recall  any  studies  that  I  have  made  of  that  particular 
situation,  Mr.  Blanchard. 

If  that  is  true,  I  mean  to  say  if  the  increase  in  price  •will 
be  offset  by  more  economical  use  of  gas  then  the  revenue  of 
the  Gas  Company  will  not  be  impaired  and  there  will  be  a  cer¬ 
tain  amount  of  conservation  of  gas  in  oonseq_uenoe  of  its  use  ? 
That  is  right. 

My  learned  friend  Mr.  Chambers  was  asking  you  about  the  allo¬ 
cation  of  costs  to  be  borne  or  the  distribution  of  costs 
between  the  Madison  Company  and  the  absorption  company  and 
you  mentioned  that  you  would  recommend  the  employment  of  unit 
demand  cost  and  unit  commodity  or  volumetric  basis  ? 

That  is  right.  The  demand  being  in  terms  of  that  demand  at 
the  time  of  peak  load  on  the  system,  yes. 

Now  I  must  confess  I  do  not  follow  that  through  very  well. 

Let  us  take  a  thousand  cubic  feet  of  gas  that  is  delivered  by 
the  Madison  Company  into  the  absorption  plant  of  Royalite. 

After  it  has  been  processed  in  the  absorption  plant  there  is 
left  only  850  cubic  feet  of  residue  gas  available  to  the 
market,  residue  gas  market  ? 

Yes. 

That  150  cubic  feet  has  been  lost  in  the  processing  or  used 
as  fuel  in  the  plant  ? 

Yes . 

You  see  now  that  amounts  to  15^  loss,  actual  loss  of  gas  ? 

Yes. 

Now  do  I  understand  your  basis  of  allocating  cost  to  be  that 
the  absorption  plant  would  be  charged  only  for  the  15^  that 
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-5, 


A 


Q 


A 


A 


is  the  actual  gas  used  in  the  absorption  plant  as  it  passes 
through  there. 

It  would  be  allocated  15^  of  the  volumetric  or  commodity ’ cost 
on  the  system  from  the  well  head  to  the  absorption  plant,  and 
assuming  that  is  one  continuous  system  there  are  no  other 
services  rendered  off  that  system  except  going  from  the  well 
head  to  the  absorption  plant  and  then  the  next  stage  goes 
from  there  on.  That  would  be  fifteen  percent  of  the  volumetric 
cost.  Then  the  absorption  plant  being  responsible  for  taking 
that  150  cubic  feet  on  a  basis  that  you  have  indicated. 

Is  that  all  the  absorption  plant  would  pay  ? 

Now  the  second  group  of  costs  are  the  demand  costs  and  it  would 

i 

be  necessary  then  to  have  information  as  to  when  was  this  sys¬ 
tem  delivering  its  peak  load  and  determine  how  much  gas  was 
being  delivered  at  that  time  on  the  peak,  and  determine  further 
whether  any  gas  was  being  used  at  that  time  by  the  absorption 
plant  and  therefore  to  sea  how  much  responsibility  it  would 
have  for  the  system’s  peak.  Now  that  peak  is  usually  expressed 
in  terms  of  so  many  cubic  feet  per  day.  That  is  the  capacity 
is  in  terms  of  cubic  feet  or  Mcf’s  per  day.  I  do  not  know 
what  the  situation  would  be  on  the  peak  days,  that  is  the 
relative  demand  between  its  uses. 

Well  if  the  plant  is  designed  to  take  all  the  gas,  to  process 
all  the  gas  required  on  a  peak  day  -  has  been  designed  to  take 
care  of  all  gas  what  effect  has  that  got  ? 

If  the  absorption  plant  is  operating  at  the  time  of  the  system’s 
peak  then  it  would  get  15^  of  the  cost  demand  cost  up  to  that 
point . 

Yes,  all  down  to  the  absorption  plant  ? 

Yes,  that  is  right. 
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Q  Now  in  that  event  the  absorption  plant  is  paying  only  for  the 

gas  that  is  lost  or  the  gas  that  is  taken  away  from  the  residue 
market  ? 

^  A  Yes,  that  is  right. 

0,  Well  what  does  it  pay  for  the  service  of  delivering  all  the 
other  gas  there  that  is  processed.  Does  it  pay  nothing  for 
service  ? 

A  What  service  do  you  have  in  mind,  Mr.  Blanchard. 

0,  Vfell  there  is  delivered  to  it  a  thousand  cubic  feet  of  gas. 

I  am  taking  my  example  again.  There  is  delivered  to  it  a 
thousand  cubic  feet  of  gas  and  out  of  each  cubic  foot  it  takes 
so  much  gasoline  and  it  is  necessary  for  its  operation  that 
there  be  one  thousand  cubic  feat  of  gas  delivered  to  it.  Now 
^  than  is  there  no  charge  for  that  service  ? 

A  Oh  yes,  the  problem  that  you  put  to  me  was  the  allocation  of 
the  gathering  system  as  I  take  it  ? 

0,  Yes. 

A  And  I  am  taking  those  costs  and  allocating  those.  Now  the 
absorption  plant  would  also  pay  I  would  assume' a  well  head 
price  in  addition  for  such  gas  as  it  uses. 

Q  It  will  pay  the  producer  something  for  the  gasoline  content  ? 

A  There  would  be  an  agreement  between  them  as  to  the  gasoline 

cont ent . 

^  0,  But  what  is  the  Madison  Company,  the  distributor  or  gatherer 

of  gas  in  the  Valley  getting  for  bringing  in  one  thousand 
feet  to  the  absorption  plant  ? 

A  The  Madison  Company  is  taking  that  gas  from  the  well  head  to 
the  absorption  plant. 

0,  And  Madison  gets  no  part  of  the  gasoline  content  you  understand? 

A  It  gets  on  this  basis  of  allocation  of  costs,  it  would  be 
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1 

Q 

A 

0. 

A 

'  0. 

A 

^  Q, 
A 


A 


getting  that  15^  for  that  portion  of  the  service  because  under 
this  theory  if  I  might  explain  and  under  this  principle  15^ 
of  the  costs  of  delivering  that  gas  from  the  well  head  to  the 
absorption  plant  are  caused  by  the  absorption  plant# 

Yes. 

Used. 

You  are  only  going  to  have  the  absorption  plant  pay  for  the 
gas  that  it  loses,  that  does  not  go  on  to  the  residue  market  ? 
Yes. 

And  you  are  not  making  any  allowance  for  what  they  should  pay 
for  the  service  of  bringing  in  the  other  850  feet  into  their 
plant  ? 

Not  on  this  basis,  no. 

Not  on  that  basis  ? 

No,  I  am  treating  on  this  basis,  Mr.  Blanchard,  the  absorption 
plant  as  being  equivalent  to  a  customer  that  might  be  served 
and  taking  so  much  gas  out  of  the  line.  Now  in  a  distribution 
system  in  an  urban  centre  you  may  have  your  mains  going  down  a 
street  and  gas  is  going  down  in  the  main  to  serve  many  cus¬ 
tomers  and  on  this  same  basis  the  cost  that  you  would  allocate 
would  be  a  portion  of  the  total  cost.  I  have  not  allocated  in 
this  example  any  amount  for  the  850  cubic  feet.  It  is  actually 
using  150,  yes. 

We  can  at  least  agree  that  the  absorption  plant  should  pay  for 
the  gas  that  is  actually  lost  to  the  residue  market,  that  is 
the  15^  ? 

Yes. 

Because  the  residue  market  gets  none  of  that  and  it  should  pay 
a  proportion  of  that  used  gas,  that  is  the  gas  used  by  the 
absorption  plant  bears  to  the  total  that  goes  through  the 
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absorption  plant.  Then  is  there  not  another  factor.  Is  not 
Madison  rendering  another  service  in  bringing  50  million  cubic 
feet  a  day  into  the  plant  for  processing  ? 

A  That  50  million  cubic  feet  a  day  I  am  assuming  is  the  amount 
less  the  amount  used  in  the  plant  and  assuming  further  it  is 
the  amount  going  to  the  market.  I  would  not  allocate  that  to 
the  absorption  plant. 

r 

0,  You  would  what  ? 

A  I  would  not. 

0,  They  get  that  service  free  of  charge  then  do  they  ? 

THE  GHAIRI'/IAN:  As  I  see  it,  Mr.  Zinder,  the  point  Mr. 

Blanchard  is  making  is  that  the  absorption  plant  cannot  get 

its  150  volume  without  delivery  of  the  whole  thousand. 

should 

Blanchard’s  point  is  not  only/  they  pay  the  15^  for  the  volume 
that  they  use  b  .t  they  should  also  pay  something  for  that 
other  850  without  which  they  could  not  have  got  the  15^  ? 

A  Yes,  I  think  I  understand  the  situation. 

THE  CH-aIRIvIAH:  Did  I  put  that  correctly,  Mr.  Blanchard  ? 

MR.  BLANCHARD:  Yes,  that  is  correct. 

A  I  do  not  know  that  I  can  answer  that  offhand.  I  would  like 
time  to  triink  about  it  a  little  further. 

0,  Is  it  a  problem  that  has  come  before  you  at  all  ? 

A  No,  Mr.  Blanchard,  not  in  that  way.  You  see  the  problems  as 

I  have  dealt  with  them  before  of  the  operations  are  utility 
operations.  In  this  case  the  absorption  plant  as  I  understand 
it  is  not  a  utility. 

Q  Well  I  would  like  you  to. 

A  So  that  we  take  the  whole  and  take  the  service  from  the  well 
head  all  the  way  to  let  us  say  the  central  gathering  point  or 
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all  the  way  from  the  well  head  to  the  city  gate  . 

Q  Yes,  I  understand  then  you  would  like  to  give  it  a  little  more 
thou^t  ? 

A  Yes,  because  offhand  as  to  the  service  as  to  use,  ^ust  a  straight 
demand  and  commodity  basis  the  way  I  have  indicated  is  the  only 
way  I  know  to  make  that  allocation  of  costs.  Now  with  regard  to 
the  other  850  cubic  feet  I  would  like  to  think  about  that. 

Q  Now  when  you  are  thinking  about  it  I  would  like  to  put  it  this 
way  to  you.  You  are  charging  the  absorption  plant  on  the  same 
basis  you  said  bs  another  customer.  You  moan  the  ordinary 
customer  who  uses  so  much  gas  ? 

A  Yes. 

0,  In  other  words  let  us  assume  there  is  a  foundry  located  some¬ 
where  in  Turner  Valley  that  uses  150  cubic  feet  of  gas.  I  am 
still  thinking  of  my  small  example, 

A  Yes. 
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Q,  You  v/ould  charge  that  foundry  for  the  15  0  cubic  feet  of  gas 
it  used,  because  that  is  all  that  was  delivered  to  it? 

A  Yes . 

0,  Now  that  is  no  analogy  to  the  case  of  an  absorption  plant 

that  receives  a  thousand  cubic  feet  of  gas  for  its  purposes, 
is  it? 

A  V/ell,  it  receives  a  thousand,  but  I  was  making  the  analogy 
with  the  850  as  •  going  all  the  way  through. 

0,  That  may  be? 

A  And  its  use  of  only  160. 

0,  It  may  be,  it  takes  150  away,  but  it  receives  a  service  in 

the  delivery  of  the  rest,  that  is  the  basis  I  want  you  to  look 
at  it? 

A  All  right. 

0,  Now,  some  questions  were  asked  you  by  Mr.  Steer  relating,  to 

whether  the  same  well  head  price  should  be  paid  to  the  omers 
of  lov/  pressure  wells  as  the  price  paid  for  gas  to  high 
pressure  wells.  I  think  you  remember  his  asking  you  some 
questions? 

A  Yes,  I  do. 

Q,  Now,  let  us  suppose  that  the  G-as  Company  was  an  entirely 
free  agent  and  went  into  Turner  Valley  for  the  purpose  of 
buying  gas,  and  laying  its  pipelines  to  the  well  heads  of 
each  producer  from  whom  it  bought  gas,  you  see? 

A  Yes . 

Q,  Nov;  then,  do  you  think  it  would  be  jus  tified  in  paying  as 

much  for  low  pressure  gas  as  for  high  pressure  gas? 

/ 

A  Could  I  have  the  question  again  read  to  me? 

BY  THE  REPORTER  READING:  ”0,.  Now  then,  do  you  think 

it  would  be  justified  in  paying  as  much  for  low  pressure  gas 
as  for  high  pressure  gas?” 
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A  Yoa  are  speaking  now . 


MR. BLANCHARD;  At  the  wellhe^.ad? 

A 

At  the  well  head? 

^  0, 

I  am  speaking  in  a  free  market  where  the  Gas  Company  goes  in, 

leaving  out  intermediaries  such  as  Madison  and  so  on,  the 

Gas  Company  simply  goes  into  the  Turner  Valley  field  to  buy 

gas  from  well  owners  in  Turner  Valley.  Some  of  them  have 

high  pressure  gas  requiring  no  compression,  in.  can  go  into 

( 

the  Gas  Company’s  lines  right  up  to  the  wells  without  com¬ 
pression  and  so  on,  and  there  is  another  class  of  wells  in 

another  part  of  the  field  that  are  low  pressure  wells  that 

require  compression  to  put  it  into  the  lines? 

A 

Q 

Yes  . 

Now,  could  you  conceive  the  Gas  Company  paying  as  much  to 

the  low  pressure  owner  as  to  the  high? 

A 

Yes  . 

Q, 

On  what  basis? 

A 

That  the  cost  v\rhich  is  a  factor  in  value,  as  I  have  stated, 

in  my  oplnioni  that  the  cost  of  developing  that  low  pressure 

gas  might  have  been  more,  and  if  it  were  more  that  producer 

would  expect  to  get  perhaps  an  equal  amount.  In  other  words, 

that  might  offset  that  difference. 

But  surely  you  cannot  compol  or  ask  the  Gas  Company  to  pay 

-a  higher  price  for  low  pressure  gas  than  it  does  for  high 

pressure  gas? 

A 

If  the  Gas  Company  needs  that  gas  and  could  get  it  only  by 

paying  the  price  that  the  owner  said  he  wanted,  under  those 

circumstances  you,  in  a  free  market,  might  get  that  bargaining 

s ituation. 

Q, 

> 

I  see. 
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Q 

A 

Q. 


A 

0- 

A 

0, 

A 


0, 

A 


For  example,  I  have  read  into  the  record  yesterday,  I  believe, 
some  prices  paid  in  the  field*  in  a  single  field,  that  varied 
within  some  limits*  Now  the  conditions  there  may  be  or  even 
narrow  limits,  may  vary,  well  from  around  4  to  6  cents,  some 
of  those  figures,  I  believe,  were  that  %  read.  Under  bargain¬ 
ing  situations,  free  bargaining,  you  might  get  differences  of 
that  kind. 

THE  CHAIRJylAN;  Supposing  we  put  the  same  question  in 

another  vay,  Mr.  Zinder? 

Yes  . 

Taking  Mr.  Blanchard ^s  assumption  but  in  this  case  the  G-as 
Company  says  v;ill  take  delivery  of  all  the  gas  you  can 
give  me  at  ^  pressure  of  3  00  pounds,  and  I  will  pay  x  cents 
per  MCF  delivered  at  a  point  of  300  pounds  pressure”,  and 
there  are  a  number  of  high  pressure  wells  and  a  number  of  low 
pressure  wells,  and  they  deliver  at  that  price  and  at  that 
pressure? 

Yes. 

Will  the  net  result  to  the  low  pressure  vjells  be  the  same  as 
to  the  high  pressure  wells,  that  is  patting  Mr.  Blanchard’s 
question  in  reverse? 

No»  it  will  not  be. 

VWiy  should  it  be  different  to  Mr.  Blanchard^s  question  than 
to  mine? 

V/ell,  under  yours,  Mr. Chairman,  there  is  the  assumption  that 
the  low  pressure  well  owner  has  agreed  to  deliver  at  that  price 
and  at  that  point.  I  am  saying  that  that  would  result  if  the 
low  pressure  well  owner  would  be  willing  to  deliver  at  that 
price . 

Yes? 

And  on  the  other  hand,  I  think  equally  well,  as  Mr.  Blanchard 
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stated,  if  the  market  needed  that  gas  and  that  well  owner 
asked  for  a  higher  price,  I  would  assume  you  would  got  a  bargain 
price  that  might  not  reflect  that  difference  in  cost. 

Q,  MR.  BLANCHARD:  Under  regulation,  do  you  think  that 

the  difference  should  be  recognized? 

A  I  am  reco'iimending  ,  ^^^r.  Blanchard,  or  not  reconmisnding . 

MB.  STEER:  Advocating. 

A  I  am  recommending  that,  I  think  serious  consideration  should 
be  given,  or  might  well  be  given  to  a  uniform  well  head  price 
in  Turner  Valley  field,  for  both  low  pressure  and  high  pressoroe 
wells  . 

0,  MR. BLANCHARD:  Notwithstanding  it  would  cost  the 

consumer  a  great  deal  more  to  get  low  pressure  gas  than  the 
high  pressure,  assuming  that? 

A  Well,  if  you  assume  that  it  costs  more,  I  say  there  are  many 
variations  in  cost  in  one  field.  There  are  not  only  difier- 
ences  in  gathering  costs,  differences  in  drilling,  and  differ¬ 
ences  in  output  of  wells,  and  those  differences  are  so  wide, 
if  you  go  doxvn  to  a  cost  basis,  you  go  down  to  an  individual 

basis,  and  you  will  have  to  set  a  price  for  possibly  individual 

wells . 

0,  I  am  just  taking  this  as  a  general  proposition? 

A  Yus . 

0,  If  thei  e  are  20  wells  and  the  purchaser  has  to  go  to  a  great 

deal  more  expense  to  get  the  gas  from  5  of  those  wells  than  . 
he  does  for  the  other  15,  that  that  should  be  adjusted  in 
the  price  that  the  producer  receives? 

A  Well,  my  answer  would  be  the  same,  Mr  .Blanchard,  and  I  say 
this,  that  that  is  not  -  I  do  not  believe  that  my  answer  is 
far-fetched  in  any  sense.  It  depends  upoi.  what  you  want  to 
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take  as  a  unit.  For  example,  in  any  distribution  system, 
let  us  say  one  liko  the  City  of  Calgary,  you  have  one  rate 
for  domestic  customers  i  Now,  the  cost  to  your  domestic 
customers  may  vary  materially.  Take  a  domestic  customer 
in  an  apartment  house  as  against  one  where  they  live  on  m  de 
lots  and  have  big  homes,  the  consumption  might  conceivably 
be  the  same,  yet  you  have  one  price  and  the  cost  is  consider- 
aboy  different.  Now,  what  would  be  the  best  unit  or  area 
to  take?  I  am  suggesting  the  entire  field.  There  might  be 
other  possibilities.  It  is  all  an  averaging  process  in  rate- 

I 

making,  particularly  on  a  retail  base,  and  I  think  it  applies 
equally  v/hen  you  are  dealing  with  the  producers  in  the  field. 

0,  Let  us  assume  that  there  is  ample  gas  reserves  in  the  Valley. 

A  There  is  #iat? 

0,  Let  us  assume  that  there  is  ample  gas  reserves  in  the  Valley 
to  meet  peak  loads  in  the  high  pressure  area  without  using 
low  pressure  gas  at  all? 

A  '^QS  • 

0,  Under  those  conditions  would  you  not  expect  a  purchaser  of  gas 
for  distribution  to  bother  with  the  low  pressure  wells? 

A  I  might,  Mr.  Blanchard. 

0,  If  he  could  get  it  at  a  price? 

A  Well  at  what  price?  I  would  not  want  to  say  offhand  at 

v\?hat  price.  He  might  even  at  the  same  price.  Novv’,  he  may 
have  ample  deliverabilit y  now  but  he  v/ants  to  maintain  that 
production  for  a  margin  of  safety,  and  if  he  feels  it  is  worth 
it  to  him,  that  may  be  his  future  supply,  he  might  do  it .  I 
an  simply  indicating  the  possibilities. 

0,  I  see,  yes.  Y/ell,  why  put  in  very  expensive  installations 
now  if  that  future  supply  is  not  required fbr  a  period,.  Let 
us  say  of  15  years? 
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A  \Vg11,  to  put  in  a  supply  now,  that  is  to  put  in  an  investment 
now? 

0,  Xqs? 

A  You  are  speaking  now  of  gathering  lines  and  things  of  that 
kind? 

Q  And  compressors? 

A  15  years  in  advance  would  seem  to  me  to  be  unnecessary  as 

long  as  th^  protected  the  reserves.  But  you  might  want  it 
for  other  purposes  other  than  for  that,  a  margin  of  safety 
and  things  of  that  kind.  Then  it  would  have  some  usefulness 
I  can  see  that.  But  if  it  is  not  necessary  for  any  purpose 
for  15  years,  that  is  another  matter. 

0,  Then  there  would  be  no  justification  in  putting  the  instal¬ 
lations  there  for  the  purpose  of  serving  the  residue  market? 

A  That  had  no  purpose  whatsoever  for  15  years,  vhy  then  I  uld 
question  certainly  v\hiether  the  investment  ought  to  -e  put 
in . 

0,  Yes.  For  the  time  being  in  any  event? 

A  Ye  s . 

0,  The  So  that  it  gets  down  to  this,  that 

unit  operation  means  some  person  is  subsidizing  someone  else? 

A  Yes,  Up  to  a  certain  extent,  Mr.  Chairman,  that  is  the  aver 
aging  process  of  unit  operations. 

). 
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^  I  believe  you  said,  Mr.  Zinder,  yesterday,  correct  me  if  I 
am  wrong,  that  if  it  was  shown  that  the  absorption  plant 
operator  and  the  producer  and  that  the  Gas  Company 
received  any  benefit  from  the  repressuring  of  gas,  that  if 
.  those  benefits  could  be  ascertained  they  should  bear  a  part 
of  the  cost  of  repressuring,  is  that  your  conclusion? 

A  I  think  I  said  that,  yes,  and  that  is  my  conclusion. 

MR.  BLANCHARD:  I  do  not  think  I  have  anything  more 

at  the  present  time,  sir. 

MR,  STESR :  When  I  was  talking  on  that  point,  I 

was  talking  f^bout  conservation  and  not  re  oressuring ,  but 
I  suppose  the  answer  to  that  is  the  same. 

A  I  would  say  in  my  opinion,  Mr.  Steer,  I  was  thinking  in 

terms  of  conserved  gas  and  repressured  gas,  yes,  it  is  the 
same. 

CROSS-EXAMINATION  OF  THE  SME  yVITNESS  BY  MR.  FENERTY. 

Q  There  is  one  question  I  would  like  to  ask,  if  I  may,  while 
it  is  fresh  in  our  minds.  About  this  volumetric  method  of 
proportioning  costs  of  the  dual  operation  in  gathering  lines, 

as  I  understand  it  the  basis  of  the  submission  to  the  Board 

« 

in  relation  to  the  price  of  gas  and  what  is  a  fair  price, 
you  have  proceeded  on  the  basis  of  value  -  values  in  the 
gas  -  that  is  the  whole  basis  of  your  brief  and  I  am  just 
wondering  why,  when  you  are  going  to  determine  values  of 
the  gas  and  you  come  to  one  of  the  elements  that  makes 
up  the  value  of  that  gas,  that  is  the  cost  of  dividing  the 
operation  of  transmitting  the  gas  over  those  lines  to  the 
absorption  plant  that  you  at  once  discard  value  units, 
the  value  test  on  that  and  proceed  to  the  volumetric  basis. 
When  you  are  going  to  get  the  values  of  gas,  why  don’t  you 
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get  the  values  of  the  gas  that  is  transported  and  used,  to 
cariy  the  analogy  right  through? 

Yes.  For  purposes  of , determining  cost  or  determinging  the 

price  at  the  well  head,  I  am  recommending  value  because  I 

think  cost  is  ver  y  d  if  fi  cu  It  ,  if  not  impossible,  to  determine* 

As  I  stated  in  my  direct  testimony,  in  setting  prices  you  are 

setting  prices  for  the  future.  You  are  trying  to  estimate 

expenses  and  costs  for  the  future;  ^/vhat  will  it  cost  to 

/ 

maintain  the  supply  and  what  will  it  cost  to  find  a  gas  well 
and  drill  it  successfully,  in  other  words,  there  is  no 
relationship  between  the,  determinable  relationship  between 
the  amount  of  the  investment  and  the  amount  of  gas  you  will 
get  from  a  gas  well.  In  trying  to  get  the  cost  it  will  very 
so  we  set  up  a  basis  of  values,  being  in  my  opipion  the 
maximum  you  can  set  or  the  only  basis  I  can  see  of  trying  to 
set  a  price  at  the  well  head.  Now  when  it  comes  to  gathering 
you  see  you  already  have  your  well  and  you  should  know  or 
in  most  cases  I  think  you  do  know  what  you  are  going  to  put 
through  any  gathering  line.  You  build  it  a  certain  size  to 
carry  a  certain  peak  loa  d^.  You  can  estimate  pretty  well 
vi/hat  your  expenses  are  feoing  to  be  of  compression  and  oper¬ 
ation  of  that  gathering  line  and  where  you  can  determine  it 
that  way  I  think  you  ought  to  use  costs,  in  a  11  cases  use 
costs  if  you  can  determine  them,  to  "that  extent. 

If  you  had  a  situation  where,  on  a  volumetric  ])8sls  the 
cost  of  transporting  was  greater  than  any  possible  value 
of  what  I  call  the  residue  product,  the  dry  gas,  -  you 
see  on  a  volumetric  basis  -  and  on  that  same  volumetric 
basis  the  profit  on  the  transportation  of  the  part  that 
was  used  in  the  absorption  plant  was  great,  would  you  still 
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ssy  that  was  a  proper  method  o  f  a ppor ti oning  costs.  To  shov; 
6  loss,  an  economic  loss  to  the  dry  gas  and  a  great  profit 
to  the  units  taken  out  of  it,  that  would  still  be  a  proper 
basi  s  would  it? 

In  allocating  costs  of  a  utility,  Mr.  Fenerty,  a  utility 
operating  properly  such  as  the  gathering  facilities  or  a 
transmission  line  or  a  distribution  system,  I  do  not  take 
the  approach  of  allocating  those  costs  on  value,  but  what  I 
try  to  determine  first  is  how  do  those  costs  behave t  What 
are  they  proportionate  to.  Then  having  divided  mycosts 
that  way  then  I  determine  who  gives  rise  to  those  costs, 
and  the  customers. 

Ye  s. 

And  then  proportion  it  thrt  way. 

V/hat  is  the  objection  to  the  value  method  in  allocating 
costs  of  transportation? 

That  is  not  an  allocation  of  costs  as  such  as  I  know 
allocating  costs.  It  seems  t  o  me  that  would  be  well  an 
attempt  to  distil bute  costs  in  proportion  to  facts. 

I  am  thinking  of  the  value  of  the  service.  Let  us  take 
a  distribution  system.  If  the  value  of  the  service  to  the 
distribution  customers  or  the  domestic  customers  is  very 
high  and  is  measured  by  a  competitive  level,  then  the 
fact  it  receives  so  much,  you  might  say,  would  be  the  cost, 
the  cost  would  be  just  that  amount.  I  do  not  think  that 
is  an  allocation  of  costs  as  I  view  it. 

Let  us  assume  for  the  moment  that  an  absorption  plant, 
let  us  assume  for  the  moment  that  the  absorption  plant 
cannot  get  and  will  not  operate  on  15%  of  the  volume  of 
ga  s  a  V  a  i  la  b  le  . 
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A  All  right, 

^  I  suggest  to  you  what  it  does  use  is  100%,  its  by-product 
of  that  ,  it  uses  the  entire  100%,  does  that  affect  your 
theory  at  all? 

A  If  it  used  100%  and  it  was  the  sole,  let  me  •ell  it  customer 
for  convenience,  in  case  I  want  to,  of  any  gas  .  .  .  .  ♦ 

0  It  has  used  100%.  The  absorption  plant  has  used  100%,  because 
what  comes  out  at  the  exit  is  a  different  thing  is  it  not? 

It  is  called  gas  but  it  has  different  constituents. 

A  Yes. 

Q  Yes.  MOW  I  am  going  to  ask:  you  to  tehe  a  rather  far-fetched 
analogy. and  I  am  using  it  because  it  seems  to  me  to  indicate 
the  absurdity  in  that  position.  Suppose  you  were  called 
upon  to  discuss  the  value  of  sawdust  as  fuel,  we  will  say,  in 
■Vancouver  where  it  is  used  very  largely,  would  yoU  proceed  to 
allocate  values,  would  you  proceed  to  charge  up  a  share  of  the 

cost  of  cutting  the  logs  and  transporting  the  lumber  to  the 

* 

mill  and  then  finding  the  volume  that  resulted  in  lumber  and 
the  volume  of  the  sawdust  that  resulted  and  apportion  it  on 
that  basis? 

A  YOU  are  asking  me,  Mr.  Fenerty,  how  would  I  make  alloc¬ 
ation  where  you  have  a  by-product. 

0  Let  me  put  it  this  way.  You  have  got  some  portion  of  the 
original  product  in  a  dianged  foim.  That  is  what  I  am 
talking  about  and  just  applying  that  same  illustration. 

Just  tell  me  what  you  say  about  it  then, 

A  Well  what  I  am  trying  to  tell  you,  Mr.  Fenerty,  is' that 

similarly  as  I  told  Mr.  Blanchard,  that  I  have  not  thought 
that  one  question  through.  You  may  be  able  to  treat  this 
situation  in  several  different  ways.  I  have  been  treating 
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it  as  8  utility  service  from  the  well  to  the  market. 

Q  Yes. 

A  To  the  burner  and  treating  the  absorption  plant  as  a 

customer  for  150  cubic  feet  of  gas  out  of  every  1000,  roughly* 

0  I  understand  you  have  not  thought  it  through  but  your  snap 
viev\/  on  it,  as  you  see  it,  is  that  the  proposition  is  not 
sound.  At  the  moment  it  looks  complete  nonsense  to  you, 
does  it  not 7  that  that  is  the  way  you  value  your  sawdust? 

I  know  it  sounds  like  that  to  me. 

A  May  I  have  the  reporter  read  back  what  you  suggested,  in 

order  that  I  can  check  it  over  as  to  whether  it  is  complete 
nonsense  ? 

(BY  THE  REPORTER  READING):  Yes,  Now  I  am  going  to  ask 

you  to  take  a  rather  far-fetched  analogy  and  I  am  using  it 
because  it  seems  to  me  to  indicate  the  absurdity  in  that 
position.  suppose  you  were  called  upon  to  discuss  the  value 
of  sawdust  as  fuel,  we  will  say,  in  Vancouver  where  it  is 
used  very  largely,  would  you  proceed  to  allocate  values, 
would  you  proceed  to  charge  up  a  share  of  the  cost  of 
cutting  the  logs  and  transporting  the  lumber  to  the  mill  and 
then  finding  the  volume  that  resulted  in  lumber  and  the 
volume  of  sav\/dust  that  resulted  and  apportion  it  on  that 
be  si  s? 

A  No,  I  would  not.  I  do  not  think  you  can  determine  cost 
for  a  by-product, 

q  May  I  add  on©  word  to  that?  You  understand  I  am  talking  on 
the  basis  that  that  sawdust  has  a  definite  fuel  value  and 
heats  houses  in  Vancouver  and  has  a  value  to  the  house¬ 
holder  and  you  still  would  not,  is  that  right? 

A  I  would  not  allocate  cost  on  the  basis  that  you  have 
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ind  ica  t  ed  . 

Q  Thank  you. 


CROSS-EXAMINATION  BY  MR.  CHAMBERS. 

Mr.  Zinder,  I  would  like  to  follow  up  this  question  of 
sawdust  . 

THE  CHAIRMAN;  And  I  might  mention  that  the  price  of 

it  goes  up  steadily  year  by  year, 

Q  MR.  CHA]\iBSRS;  In  the  first  place,  you  will  assume  with 

me,  and  I  gather  Mr.  Fenerty  would  agree,  that  sawdust  is 
not  the  subject  meitter  of  regulation.  You  were  not  talking 
about  sawdust,  the  subject  of  regulation, 

MR.  FENERTY;  I  am  just  talking  about  one  thing,  that 

is  discussing  the  value  of  a  product  and  what  it  is  worth 
to  8  consumer. 

THE  CHAIRMAN;  Look,  Mr.  Fenerty,  we  are  not  going  to 

have  an  argument  till  after  all  the  evidence  is  in. 

MR.  STEER;  Mr.  Chaiiman,  if  this  question  is  going 

to  be  investigated  and  I  presume  it  is,  I  am  going  to  have 
considerable  to  say  about  it.  As  I  understood  it,  Mr.  Zin¬ 
der  has  not  yet  made  his  studies  end  it  is  assumed  he  will 
be  making  his  studies  and  will  be  beck  in  January  to  make 
his  submission  and  my  suggestion  is  we  should  discuss  this 
question  then  and  not  now. 

L©.  CHAMBERS;  Well  it  was  the  principle  that  I  was 

going  to  ask  him  about.  Leaving  aside  for  the  moment 
sawdust.  Mr.  Blanchard  asked  him  to  give  the  matter 
further  consideration  and  he  drew  his  attention  to  certain 
situations.  Now  frankly  I  intended  not  necessarily  to 
have  the  witness  answer  the  question  now,  but  I  wanted  to 
draw  his  attention  to  certain  things  that  might  be  taken 
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into  consideration.  i  think  it  would  be  valuable  for  the 
Board  and  probably  the  witness  would  be  in  a  better  position 
when  he  does  return  for  cross-examination  on  that  phase  to 
know  that  these  things  are  going  to  be  tested  out. 

THE  CHAIRMAN:  In  other  wrds  ,  you  take  the  other 

methods  which  you  suggest  might  be  proper  for  the  allocation 
of  costs  and  you  want  to  draw  those  to  Mr.  Zinder’s  attention 
in  order  that  he  might  consider  them. 

MR.  CHAMBERS:  No.  He  was  asked  by  both  Mr.  Blanchard 

and  in  cross-examination  by  Mr.  Fenerty  the  method  that  he 
recommended  or  used  in  coming  to  that  conclusion  and  if  he 
had  tal  ?n  into  consideration  these  other  factors  and  he  said 
he  had  not.  He  said  I  want  to  give  some  further  consider¬ 
ation  to  that.  Then  Mr.  Blanchard  said:  ”I  would  like  also 
to  ask  you  to  keep  these  things  in  mind,”  Frankly,  I  in¬ 
tended  him  not  to  answer  them  now  but  to  suggest  certain 
things  to  him  that  might  be  pertinent. 

THE  CHAIRMAN:  All  right.  It  is  exactly  what  I  said. 


(Go  to  page  4250) 
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Q  MR,  CHAMBERS;  But  I  just  wanted  to  deal  very  briefly 

with  a  matter  that  Mr,  Fenerty  mentioned,  about  the  sawdust. 
And,  as  i  understand  it,  the  question  was  put  that,  whether 
the  witness  wDuld  figure  his  costs  on  the  basis  of  volume  of 
the  lumber,  a  comparison  of  the  stacks  of  lumber  to.  the  saw¬ 
dust,  and  you  said  you  would  not  figure  the  costs  in  the  seme 
way,  is  that  right? 

A  Mr.  Fenerty  asked  me,  as  I  gathered,  whether  I  would  go 

about  making  an  allocation  of  costs  for  the  sawmill,  whether 
the  product  would  be,  sawdust  and  boards  of  various  sizes  I 
assume  and  taking  the  sawdust  as  a  by-product,  in  the  sane 
way  as  I  would  go.  about  making  an  allocation  of  an  ordinary 
utility  property. 

MR.  FENERTY:  No,  I  did  not  take  it  as  a  by-product. 

I  said  just  ’’taking  it  as  sawdust”, 

THE  (BAlRUNi  Look,  Gentlemen,  we  are  going  to  stop 

right  now  and  we  are  geing  back  to  natural  gas  in  Turner 
Va  11  ey. 

MR.  FENERTY:  I  do  not  want  to  say  anything  more  about 

it  except  I  wanted  the  exact  question, 

THE  CHAIRMAN:  You  are  going  back  to  natural  gas  in 

Turner  Valley  now  and  we  are  going  to  forget  about  sawdust, 
MR.  CHAMBERS:  I  am  not  particularly  concerned  about 

following  it  up  but  I  do  suggest,  sir,  that  we  are  talking 

i 

about  theories  of  allocation  of  costs,  and  if  Mr,  Fenerty ’s 

suggestion  is  approved  and  I  suggest  it  was . 

THE  CHAIRMAN:  '/'/hy  do  you  not  do  the  same  thing, 

with  a  distillery  and  find  out  as  to  the  prices  they  pay  for 
their  product.  Let  us  get  back  to  natural  gas  in  Turner 
Valley.  I  think  we  ere  wasting  time,  that  is  what  I  feel. 
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Hffl.  QHiiMBERS:  Very  well,  I  will  not  then  pursue  that 

question  any  further*. 

Q  MR,  CH:!n!]RS:  Then  on  the  question  of  your  recommend¬ 

ation,  which  you  are  to  give  further  cons  id  eif  at  ion  to,  that 
the  costs  of  the  absorption  plant  should  be  based  on  the 
volume  us-ed  and  taken  in  at  that  plant,  I  would  ask  you  to 
take  into  consideration  this  situation,  -  assuming  all  the 
gas  that  is  gathered,  physically,  g^es  to  the  absorption 
plant  and  that  the  absorption  plant  should  pay  to  the  gather¬ 
ing  system  the  entire  costs  of  bringing  the  gas  to  that  point 
the  absorption  plant  then  takes  its  15^,  which  I  will  take 
for  illustration  and  so  far  as  it  is  concerned,  it  has  a 
product,  over  86%  of  the  gas,  which  it  can  dispose  of  or 
get  rid  of,  and  we  know  that  that  gas  is  of  interest  to  and 
is  v/anted  by,  the  citizens  of  Calgary  and  so  on;  now  i  am 
not  suggesting  that  you  answer  this  now  if  you  are  not  pre-^ 
pared  to  but  I  am  suggesting,  my  suggestion  is,  when  you  are 
talking  about  fair  and  reasonable  and  equity,  that  the 
absorption  plant  is  at  least  entitled,  in  disposing  of  that 
product,  to  get  the  volumetric  proportion  of  the  gas  on  its 
outlet  that  it  has  now,  as  I  say,  if  you  are  prepared  to 
deal  with  it  now,  I  am  quite  willing  to  have  the  answer. 
Otherwise,  l  am  asking  you  to  take  it  into  consideration 
as  a  fac  tor  which  we  wi  11  talk  about  later. 

A  All  ri  ght  . 

q  So  far  as  the  absorption  plant  operation  itself  is  concerned, 
we  will  assume  that  it  has,  that  so  far  as  it  is  concerned, 
that  there  is  so  much  gas,  wet  gas,  available  throughout 
the  year  to  fee  treated  in  the  absorption  plant  and  that  15^ 
of  that  is  taken  out  by  the  plant;  now,  so  far  as  the 
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operator  is  concerned  in  getting  his  gasoline  product,  I  am 
suggesting  to  you  that  it  does  not  make  any  difference  to 
him  that  he  takes  it  out  l/365th  of  the  quantity  every  day 
of  the  year  rather  than  much  less  than  that  out  in  the 
summer  time  and  many  times  that  amount  in  the  v\/inter;  in  other 
words  I  am  suggesting  that  by  reason  of  the  system  being 
designed  to  take  care  of  peak  loads,  that  that  is  not  done 
primarily  for  the  extraction  of  gascjline  as  a  commercial 
operation,  what  do  you  say  as  to  that? 

A  As  its  effect  on  allocation,  Mr,  Chambers? 

%  Yes,  and  if  you  do  not  want  to  deal  with  it  now,  I  am  prepared 
to  let  it  go  for  the  momeht, 

A  I  follow  the  principle  that  the  demand  costs  are  properly 

allocatable  in  proportion  to  the  use  made  of  the  capacity 
at  the  time  of  the  assumed  peak  load, 

0  NOW  bear  in  mind . 

A  There . 

0,  pardon  me . 

A  Go  ahead, 

^  Just  pardon  me,  bear  in  mind  that  this  gasoline  must  be 
taken  out  before  the  gas  is  fit  for  the  market,  you  under¬ 
stand  that? 

A  Yes. 

Q  Now  is  your  suggestion,  when  you  talk  about  the  peak  loed  as 
the  day  when  you  fix  your  value  'for  the  purpose  of  the 
division  of  costs,  -  that  in  effect,  is  what  you  are  saying? 

A  That  is  right , 

Q  NOW  I  am  putting  it  to  you  that  the  absorption  plant,  so 
far  as  a  straight  proposition  for  extracting  gasoline  for 
resale,  that  that  plant  does  not  need  peak  load  requirements, 
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and  that  therefore  strictly  speaking,  and  on  the  basis  of 
a  fair  allocation,  that  it  should  not  bear  costs  based  on 
peak  loads, 

A  Well,  let  me  consider  that  along  with  this  other, 

q  Yes. 

A  And  I  think  I  will  have  my  opinion  settled  on  the  thing. 

Q  In  other  words,  what  I  am  suggesting  is  that  the  operating 
costs  probably  are  an  average  proposition,  but  that  your 
initial  costs  and  carrying  charges  are  increased  due  to 
the  market  s’equirenBnt s  and  not  due  to  the  absorption  plant, 
that  is  a  factor  which  I  am  suggesting  should  also  be  con¬ 
sider  ed . 

Nov\f  there  was  some  discussion  about 
uniform  well  head  price  and  as  to  whether  there  should  be 
the  same  price  for  gas  delivered  by  a  low  pressure  well 
connected  to  a  low  pressure  system,  as  to  other  wells,  and 
you  said  that,  your  recommendation  was,  for  consideration, 
an  even  price  throughout  the  field,  is  that  right? 

A  That  is  my  opinion,  Mr.  Chambers,  yes, 

Q  And  I  think  you  told  me  earlier  this  morning  that  there  is 
a  ceiling  on  reasonableness? 

A  Yes, 

q  Beyond  which  prices  to  the  consumer  cannot  go. 

A  That  is  right. 

Q  You  said  that? 

A  Yes . 

0  NOW  what  I  am  suggesting  to  you,  Mr,  zinder,  is  this,  and 
I  want  to  make  sure  whether  your  recommendation  goes  this 
far,  that  the  uniform  well  head  price  really  should  not 
be  adopted  if  it  results  in  the  utility  service,  amid  I  am 
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referring  to  the  Madison  Company,  getting  less  than  a  fair 
rate  of  return  on  a  fair  rate  base  and  a  fair  operating 
expense,  what  do  you  say  afe  to  that? 

V/ell  my  opinion  is  that  if,  by  the  establishment  of  a  well 

head  price,  you  get  an  eventual  price  to  the  ultimate  con- 

* 

sumer  that  will  not  permit  a  reasonable  rate  of  return  on 

all  the  costs  from  the  well  head  to  the  burner  tip,  then 

/ 

the  problem  would  have  to  be  reconsidered  and  some  distri¬ 
bution  made  of  the  deficiency, 

NOW  that  is  just  the  point  I  am  coming  at  and  I  want  to  know 
where  the  distribution  of  the  deficiency  is  going  to  be  made. 
All  right. 

And  in  that  regard,  I  assume  this,  I  am  not  asking  you  to 
admit  that  this  is  so  but  I  am  asking  you  to  assume  it,  that 
there  isir.  utility  property  in  the  field,  that  was  there  under 
such  circumstances  before  this  Act  was  passed,  and  then  now  it 
comes  under  regulation  and  in  accordance  with  the  principles 
which  you  have  outlined  this  morning,  it  is  entitled  as  a 
matter  of  justice  to  a  fair  return  on  a  fair  rate  base,  oper¬ 
ating  expenses  included;  that  is  one  of  the  elements  in  the 
picture  and  the  other  element  is  the  well  head  price  and  there 
may  be  other  things  and  also  the  distributing  company,  but 
what  I  am  saying  to  you  is  this,  that  assuming  we  take  the 
unif{i7rm  wall  head  price  and  we  take  the  utility  costs  on  top 
of  that  and  you  take  the  Gas  Company’s  dist rib-ut ing  cost  and 
you  end  up  with  a  rate  that  all  parties  agree  is  reasonable, 
and  you  h»ve  to  allocate  those  costs,  are  you  suggesting  that 
the  producer  in  the  South  end,  who  has  had  built  under  regu¬ 
lation  repressuring  installations,  for  instance,  should  get 
the  same  price  as  the  well  cwner  in  the  North  end,  where 
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there  is  no  lov;  pressure  system,  and  do  you  also  suggest 

the  North  end  should  take  a 
that  uniform  price  in  the 


that  the  utility  company  in 
cut  in  order  to  bring  about 
field  at  the  well  heed. 
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0,  I  mean  if  you  do  not  -want  to  answer  it  ‘or  wish  to  give  it 
further  thought  it  is  all  right  with  me  ? 

A  I  oan  answer  it  only  this  far  Mr.  Chambers.  Assuming  that 
3  is  the  ease,  then  I  am  further  assuming  that  no  one  link  in 

the  ohain  from  the  well  head  to  the  burner  tip  is  operating 
in  excess  of  a  reasonable  rote  of  return.  Now  if  we  assume 
that  and  then  our  price  is  too  high,  beyond  the  market,  then 
I  would  say  that  differentiation,  if  it  results  in  curing  the 
situation,  might  be  something  that  could  be  considered.  I  can¬ 
not  say  now.  Now  there  are  various  possibilities,  how  is  the 
best  way  to  treat  it,  and  I  have  not  given  it  consideration. 

0,  In  other  words  it  is  an  open  question  ? 

A  Yes. 

3  0,  There  was  one  thing  that  I  was  interested  in  and  you  talked 

about  the  economic  units  ? 

A  Yes. 

Q  In  this  set  up  ? 

A  Yes. 

Q  And  you  instanced  the  case  I  think  of  the  consumer  in  Calgary 
who  I  think  you  mentioned  had  an  apartment.  I  will  say,  take 
a  man  with  an  eight  roomed  house  on  the  north  limit  of  the 
city. 

A  I  s  e  e . 

^  Q  And  the  gas  as  you  know  comes  in  more  or  less  from  the  south 

side,  end  the  business  section  is  in  between,  and  your  theory 
is  under  the  Calgary  rate  that  the  fellow  up  on  the  north  hill 
should  get  the  same  rata  os  the  fellow  down  on  the  south  side  ? 

A  That  is  right. 

Q  Because  you  regard  this  as  an  economic  unit  that  has  been  set 
up  ?  '  . 
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0, 

A 

0. 


That  is  right.  A  classification  of  customers. 

Suppose  there  is  an  area  out  west  of  the  city,  we  call  it  the 
Bowness  area. 

Yes. 

An  area  that  is  not  an  incorporated  suburb,  but  there  is  an 
area  west  of  the  city  and  very  close  that  may  decide  and  they 
persuade  the  Board,  the  Utility  Board,  that  the  gas  system 
should  be  extended  out  to  serve  them.  Bo  you  suggest  that 
the  parties  out  there  which  is  a  much  more  scattered  area  should 
got  the  same  rate  as  they  do  in  the  city  of  Calgary  ? 

I  can  only  say  this,  Mr.  Chambers,  that  in  my  opinion  it  is 

4 

desirable  to  have  as  wide  a  distribution  of  uniform  rates  - 
as  wide  an  area  of  uniform  rates  -  as  oh  I  could  almost  say 
possible.  Possible  is  not  a  good  word,  because  you  can  go 

on  indefinitely.  I  appreciate  that  it  does,  but  in  doing  so 
it  would  be  deliberately  recognized  os  being  in  a  sense  a 
subsidization  of  the  thin  areas  by  the  populated  areas.  Now 
that  is  with  respect  to  rate  making,  because  when  you  do  have 
con  average  the  thin  area  and  remote  area  is  likely  to  be  above 
your  average,  that  is  in  cost. 

Yfould  you  say  this,  Mr.  Zinder,  that  if  wo  take  a  specified 
area  as  one  economic  area  and  you  suggest  that  Turner  Valley 
for  this  purpose  should  be  one  economic  area  ? 

Yes. 

For  the  wall  head  price  ? 

Yes. 

\'Vhat  would  you  say  to  this  suggestion,  that  if  that  is  done 
there  should  be  uniform  depreciation  practices  in  that  area, 
throughout  the  overall  life  of  that  area.  What  do  you  say  as 
to  that  ? 
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0, 


Yes,  I  would  think  that  would  follow,  yes. 

And  when  you  are  giving  further  thought  to  this  absorption 
plant,  hero  is  a  factor  I  am  asking  you  to  assume.  That  some¬ 
thing  mi^t  come  out  on  with  the  absorption  plant  and  I  am 
referring  to  the  one  in  the  north  and  by  reason  of  a  plan 
being  worked  out  to  keep  down  the  volume  to  be  repressurod 
should  agree,  or  the  plan  involved  that  its  gas  cap  reserves 
would  not  produce  their  proportionate  share  of  the  market  from 
day  to  day  and  that  its  reserves  in  the  gas  cap  would  bo  the 
last  to  bo  produced  in  Turner  Valley,  assume  that.  And  assume 

also  that  the  gtosoline  content  of  the  gas  in  the  gas  cap  is  of 

the 

a  higher  percontrage  than/ tail  gas  from  the  crude  wells.  Now  I 
am  suggesting  that  may  bo  a  factor  in  the  whole  picture  as 
well.  I  mean  wo  are  talking  about  the  benefits  to  the  services 
of  the  absorption  plant.  I  am  not  asking  you  to  comment  on  it 
now  unless  you  desire  to  do  so. 

I  see. 

Now  sir  that  concludes  that  one  phase. 

THE  CHAIRI/UIN:  We  will  adjourn  to  2  o’clock. 


(  Co  to  Pago  4259  ) 
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2  P»M»3es3ion 

H .  Z INDER ,  cross-examination  by  Mr. 

Chambers  continaed:- 

0,  Mr.Zinder,  I  vrould  like  to  discuss  with  you  this  matter  of 
the  fixing  of  prices  of  gas  at  the  well  head? 

A  ^es . 

0,  As  I  understand  it  there  are  regulatory  authorities,  or  some¬ 
body  in  the  United  States  at  the  present'  time  concerned  v\?ith 
that  same  problem,  the  value  of  the  gas  at  the  well  head,  is 
that  so? 

A  Yes,  the  Federal  Power  Commission  is  concerned  with  the  problem 
of  fixing  an  equivalent  of  a  price  of  gas  in  the  field,  at 
the  well  head  and  in  the  field. 

Q,  Now,  in  order  that  you  may  have  ^ust  a  bird^s-eye  picture  of 
what  the  problem  is  here,  I  am  ^ust  going  to  give  you  one  or 
two  of  the  highlights  of  the  Act  in  here  that  deals  with  the 
matter  of  the  gas  itself,  and  I  am  referring  first  of  all,  to 
Siction  72,  subsect  ion  1  of  the  Statute.  Have  you  got  it  there? 

A  I  have  it  here  . 

0,  And  you  will  notice  in  that  first  part,  it  says: 

”The  Boai-d  shall  fix  a  juat  and  reasonable  price 
for  natural  gas  as  and  when  produced  from  the 
earth  at  the  gas  exit  from  the  separator.” 

And  then  the  proviso  in  effect  says  that  that  is  to  include 
the  gasoline  content? 

A  ^es . 

Q  And  then  there  is  Section  72(la)  which  was  added  later,  have 


you 

got  that? 

MR. 

MCDONALD : 

No, 

he  has 

not  • 

MR. 

CHAMBERS : 

But 

anyway 

it  says  in  effect  this,  not 
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withstanding  any  other  provisions  of  this  A^t  in  fixing  any 
just  and  reasonable  price  the  Board  shall  not  be  required, 
and  I  am  not  reading  it  w^rd  for  word,  I  am  bringing  out  the 
parts  that  are  applicable,  and  leaving  out  the  parts  that  are 
not  applicable,  the  Board  shall  not  be  required  to  fix  the 
price  or  prices  on  the  basis  of  any  wells  cr  of  the  value  or  cost 
thereof  or  the  fixing  therein  of  a  return  thereon,  but  in 
the  fixing  of  such  price  the  Board  may  adopt  any  just  or 
reasonable  basis  or  method  of  arriving  at  or  computing  such 
a  price  or  prices  as  the  Board  may  deem  to  be  applicable  or 
proper,  having  regard  to  all  the  circuiiistanc es  and  factors 
involved.  Now,  that  is  one  of  the  duties  this  Board  is  con¬ 
fronted  with? 

A  Yes . 

0,  And  then  there  is  71,  subsection  2,  which  says  in  effect  that 

the  Board  has  power  by  Order  to  i^gulate  the  owner  or  operator 
of  a  well  to  sell  and  deliver  gas  to  the  parties  designated  by 
the  Board  at  prices  fixed  by  it? 

A  Ys  s  • 

Q,  And  then  there  is  71(3)  that  I  read  to  you  yesterday,  that 
with  the  cone ui-rence  of  the  Conservation  Board,  this  Natural 
Cas  Utilities  Board  has  power  to  require  the  gas  product  ion 
from  the  wells  to  be  maintained;  and  71(d),  the  Board  has 
power  to  direct  and  order  a  pipe  line  proprietor  or  a  scrubbing 
plant  proprietor,  to  purchase  and  take  delivery  of  natural 
gas.  And  then  there  is  72 (le),  the  Board  has  pover  to  regulate 
the  pipe  line  proprietor  or  the  scrubbing  plant  proprietor  to 
return  excess  gas  to  the  formation? 

A  Yqs  • 

0,  And  71(5),  tho  Board  shall  have  the  pov/er  by  Order  to  restrict 
and  control  the  wasteful  use  of  natural  gas  and  to  eliminate 
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the  use  of  natural  gas  for  expansive  power  only,  and  then 

I  would  ask  you,  or  I  would  point  out  to  you,  for  the  purpose 
of  our  discussion  that  I  propose  to  embark  on  with  you,  that 
Section  S(l)  of  this  Act  makes  the  Chairman  of  the  Conservation 
Board  ex  officio  a  member  of  this  Boax-d*  NoW,  I  am  asking 
you  to  assume  in  the  light  of  the  legislation  that  I  have 
read  that  this  gas  at  the  exit  of  the  separator  has  been  by 
the  Legislature,  has  been  made  by  the  Legislature/  subject  to 
control  of  this  Board,  or  this  Board  in  conjunction  with  the 
Conservation  Board? 

A  Yes  . 

0,  Now,  may  I  ask  you  to  deal  with  this  situation,  or  this  feature, 
bear  in  mind  that  the  control  of  this  gas  commences  at  the 
exit  of  the  separator,  what  bearing,  in  your  opinion,  or  what 
recommendation  are  you ’prepared  to  make  with  regar- d  to  this 
question  upon  the  whole  picture,  and  the  question  is  this, 
tho  fact  that  that  gas  prior  to  its  coming  under  eontrol  of 
the  regulatory  bodies,  has  been  used  or  Ms  boon  instrumental 
in  lifting  to  the  surface  of  tho  ground  pc-troleum  or  oil? 

A  Ye  s  • 

0,  But  would  you  give  us  your  views  on  that? 

A  As  I  gather  your  question,  you  arc  asking  mo  'what  effect, 

in  brief,  the  placing  of  those  gas  and  oil  wells  under  regula¬ 
tion  has,  and  I  have  to  assume  one  other  factor  and  that  is 
the  value  of  the  gas.  I  assume  that  is  what  you  have  in 
mind? 

0,  Yes,  that  is  v;Mt  I  am  coming  to. 

A  V/ell,  in  my  opinion,  and  I  believe  I  testified  about  it  in 
direct  evidence,  I  think  it  is  equivalent  of  dedicating  the 
field  and  the  production  to  the  market,  and,  as  such,  I 
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think  it  adds  value  to  the  gas  and  is  a  factor  in  any  deter¬ 
mination  of  value.  It  is  not  only  dedicating  that  gas  and 
that  acreage  to  the  market,  at  the  same  time,  of  course,  on 
the  other  side,  it  is  placing  certain  restrictions  on  the 
producers  that  did  not  exist  there  before,  in  my  understanding. 

0,  Now,  I  want  to  draw  your  attention  particularly  again  to 
this  function  that  this  gas  has  performed  prior  to  getting 
to  the  exit  of  the  separator,  at  which  point  you  told  me  that 
in  your  view  it  ms  dedicated  to  the-  market..  Assuming  that 
this  gas  has  a  thousand  B.T.U.  content,  I  do  not  know  whether 
that  is  within  the  bounds  of  reason  or  not,  but  assuming  that 
is  the  picture,  is  it  any  less  or  more  valuable  for  the  market 
than  a  thousand  cubic  feet  of  gas  from  a  dry  field  situated  in 
the  same  relative  situation  with  a  thousand  'B.T.U.  content? 

Has  its  value  been  decreased  by  reason  of  having  been  used 
prior  to  its  coming  under  control  by  reason  of  having  performed 
the  function  in  bringing  oil  to  the  surface? 

A  Well,  I  do  not  consider  that  the  ^fact  that  in  one  case  the 

gas  has  performed  the  function  of  bringing  the  oil  to  the  sor- 
facG  alters  the  value  of  the  gas,  and  I  am  speaking  now  parti¬ 
cularly  of  the  Turner  Valley  field.  My  reasons  for  that  are 
that,  or  as  I  stated  previously,  it  is  the  gas  cap  costs  that 
are  most  influential  or  significant,  I  should  say,  in  deter¬ 
mining  the  cost  factor  to  be  considered  in  arriving  at  value. 

I  make  that  statement  because  it  is  expected  that  the  gas  cap 
area 'will  supply  the  majority  of  the  gas  over  the  life  of  the 
field  for  the  market. 

0,  Now,  you  remember  I  referred  you  to  Section  71(6),  and  other 
places  that  we  referred  to  there,  that  the  Board  has  power  to 
restrict  and  control  wasteful  production  of  the  natural  gas? 
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A  Yes. 

Q.  Would  you  let  us  have  your  concept  ion  of  what  you  understand 
wastage  is? 

A  By  the  word  "waste”? 

Q  I  am  talking  of  wastage^  what  do  you  understand  by  that? 

A  Essentially  I  would  consider  it  being  a  waste  of  gas,  if  it 
is  disposed  of  without  making  some  use  of  its  qualities.  Eor 
example  gas  has  a  heating  quality  and  it  v^ould  be  a  waste  if 
it  were  not  used  for  that  purpose.  It  has  other  qualities 
and  characteristics,  and  I  would  consider  it  a  waste  if  the 
various  possibilities  were  not  used.  For  example,  flaring 
of  the  gas  is  certainly  waste  .of  the  gas. 

0,  Well,  assuming  that  it  costs  more  to  save  it  than  you  are  ever 

going  to  get  back,  what  do  you  say  then? 

A  Do  you  mean,  Mr.  Chambers,  whether  I  would  recommend  that  you 
incur  that  cost? 

Q,  Yes? 

A  Under  normal  circumstances  I  would  say  "No".  However,  unless 
for  G-ovcmmontal  action  it  is  considered  that,  notwithstanding 
that  cost,  it  is  a  natural  resource  that  should  be  saved,  and 
then  the  problem  would  arise  as  to  who  is  going  to  pay  for 
the  difference. 

0,  Well,  A  suggest  to  you,  and  I  will  ask  you  to  assume  that  the 

Legislature  did  not  say  that  every  thousand  cubic  foot  of  gas 

that  is  in  the  surface  of  the  ground  in  Alberta  shall  not  bo 
flared.  What  I  am  really  suggesting  is  this,  that  the  waste 
is  a  term  or  economic  phase,  and  there  are  certain  features 
of  economics  you  must  give  attention  to  before  you  decide 
whether  a  thing  has  been  wasted  or  not. 

A  I  would  not  define  waste  in  terms  of  economics,  Mr.  Chambers. 
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0,  Economics  does  not  enter  into  it  at  all? 

A  Whether  yoa  pat  a  product  to  ase  may  well  depend  on  the 

economics  of  it,  and  it  usually  will# 

Q  That  is  what  I  mean? 

A  But  if  it  is  uneconomic,  I  would  not  say  necessarily  it  is 

« 

wasteful  in  the  social  sense.  It  is  wasteful  in  the  economic 
sense.  For  example,  it  may  cost  more  to  deliver  the  mail 
at  any  rural  districts  than  the  strictly  economic  function, 
that  is  a  losing  venture f  but  still  the  Q-overnment  says  'it 
is  a  service  that  should  be  rendered  and  G-overnment  has  taken 
it  over. 

(Go  to  page  4265) 
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And  in  many  cases  the  Government,  as  a  matter  of  Government 
policy,  subsidizes  the  service? 

Yes. 

And  that  is  one  of  the  reasons  for  Governments  to  into 
bu  si  ne  s  s  ? 

That  is  one  of  the  reasons  that  we  frequently  find  Govern¬ 
ments  going  into  business  because  it  is  uneconomical  on  the 

private  enterprise  phase. 

0 

But  what  I  suggest  to  you  is  this,  Mr.  Zinder,  that  in  the 
case  of  private  .enterprise  or  private  enterprise  under 
regulation,  that  when  we  talk  of  the  word  ’’waste”,  that  it 
is,  it  must  b;e  interpreted,  or  we  should  consider  it  in 
the  light  of  the  consequences  as  to  hov^/  much  you  must  spend 
on  the'  product. 

Yas  ,  I  think  so,  you  ought  to  consider  how  much  it  would 
cost  to  save  the  product  which  was  previously  being  wasted, 
or  which  had  been  pr  evious  ly  vy/asted  , 

In  other  words  let  me  put  it  to  you,  which  might  be  something 
in  the  nature  of  Mr.  Fanerty’s  sawdust,  but  I  am  suggesting 
to  you  this,  that  in  this  Vifestera  country,  which  is  essentially 
a  grain-growing  country,  to  burn  strew  or  chaff  from  the 
separator,  now  that  is  being  burned  and  it  is  of  no  further 
use,  but  in  the  light  of  the  circumstances  as  we  have  them 
that  is  not  a  waste,  what  do  you  say  as  to  that? 

Well  I  do  not  know  as  I  can  answer  that,  whether  I  can  or 
not ,  I  am  not  familiar  enough  with  it, 

All  right'.  Well  then,  let  me  put  this  to  you,  getting 
down  to  Turner  Valley  and  in  the  light  of  this  section 
of  the  Act  , which  I  just  hurriedly  called  to  your  attention, 
you  recall  the  Board  is  charged  with  the  duty  of  fixing  a 
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prlOG  of  gas  at  the  exit  of  the  separator,  it  has  the  right 
to  c3ontrol  the  handling  charges  and  it  has  the  right  to 
say  what  v/ells  can  bo  produced  and  so  on,  -  now  assuming  with 
me  that  the  cost  of  gathering  and  compressing  and  the  storing 
of  the  gas,  that  is  in  excess  of  the  imiediate  market  require¬ 
ments  is,  we  will  say,  2  cents  per  thousand  cubic  feet,  and  I 
am  leaving  out  of  the  picture  at  the  moment  any  value  of  the 
gas  at  the  -well,  and  assuming  that  that,  is  the  amount  which 
someone  must  now  pay,  let  me  put  it  that  way,  to  get  the  gas 
must  now  pay  out  in  cash,  to  gather,  compress  and  store  gas 
which  would  otherwise  be  flared,  you  see? 

A  Yes . 

0,  And  assume  that  that  gas  is  to  he  stored  for  15  years? 

A  Yes. 

0,  And  assume  with  me  that  the  party,  -  whether  it  is  the  producer 

or  whether  it  is  the  utility  gathering  company,  -  would  be 

/!  * 

entitled  to  8^o  compound  interest  because,  and  I  am  saying  ’’com¬ 
pound  interest”  and  I  will  give  you  the  reason  vti  y  I  am  asking 
you  to  make  that  assumption,  -  that  he  is  putting  up  his  money 
to  pay  those  payments;  at  the  moment  there  is  no  place  he 
can  get  a  return,  and  I  am  asking  you  to  assume  therefore  a 
basis  of  compound  interest,  and  I  am  not  asking  you  for 
figures  but  I  am  asking  you  to  assume  that  this  is  correct  for 
the  purposes  of  this  proposition,  that  at  the  end  of  the  15 
years  that  that  8^  compound  interest  v/ould  work  out  at  some- 
thiig  in  the  neighbourhood  of  lO^b  at  the  end  of  the  15  years, 
and  then  also  assume  that  at  the  end  of  that  period  the  gas 
is  reqiired  to  go  to  the  market,  and  it  still  has  to  be  scrubbed 
and  we  have  assumed  that  somebody  is  going  to  get  something 
for  providing  the  storage  facilities,  I  am  not  going  to  guess 
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at  the  amoant,  -  now  I  am  saying  if  all  those  figures,  are 
correct,  and  those  statements,  that  that  would  require  a 
price  in  order  to  reimburse  the  man  that  is  putting  his  money 
up  in  the  meantime,  something  in  the  neighbourhood  of  11  or  12 
cents,  and  assiming  that  the  8fo  is  fair  for  the  purposes  of 
my  question,  now  I  suggest  to  you  that,  unless  there  is  a 
reasonable  prediction  now  that  the  man  who  put  this  money 
up  to  pay  those  charges  is  going  to  get  that  amount  back,  that 
that  is  not  waste  to  allow  that  gas  to  bo  flared  unless  that 
results,  what  do  you  say  as  to  that? 

I  would  say,  Mr.  Chambers,  that  the  flaring  of  gas  at  any  time 
is  waste  in  the  social  sense. 

That  is  not  what  I  am  asking  you.  Is  that  the  type  of  waste 
which  you  arc  talking  about  in  this  Act? 

tVcll  I  am  assuming  in  the  Act,  Mr.  Chambers,  that  probably  all 
forms  of  waste  may  have  been  considered  or  might  be  involved, 
but  as  you  say,  v/hethor  that  is  economical  or  not,  your  example 
is  uneconomical  or  not,  and  is  not  a  good  business  venture, 
that  would  bo  another  question. 

Then  let  mo  put  this  to  you,  that  the  Board  or  the  regulatory 
body,  in  working  out  this  problem,  -*  would  you  agree  with 
this, should  be  guided  in  its  working  out  of  the  problem,  as 
far  as  possible,  to  insure  that  the  parties  who  put  the  money 
up  or  that  perform  the  services,  get  a  reasonable  compensation 
for  it,  would  you  go  that  far? 

I  would  certainly  agree  v/ith  that. 

i 

Yes?  Now  taking  this  list  of  assumptions  which  I  gave  you, 

I  suggest  to  you  the  ingredient  which  makes  it  economically 
unsound  is  the  interest  factor,  the  compound  interest? 

I  will  assume  that  if  you  want  me  to. 
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No,  I  am  saying,  assume  the  8fo  shoold  be  fair  and  is  held  to 
be  fair? 

Yes  . 

That  that  is  the  biggest  ingredient  that  makes  that  proposition 
economically  unsound,  if  you  cannot  get  ten  or  twelve  cents 
for  the  gas  at  the  end  of  the  period? 

Yes  • 

That  is  the  biggest  item? 

Yes. 

TEE  CHAIRMAN:  I  suppose  this  would  be  a  proper  factor 

for  ms  to  consider  in  d  etermining  whether  the  rate  base  should 
be  constructed  on  one  or  other  of  the  various  methods  v\hiich 
have  been  suggested? 

MR.  CHAMBERS:  I  submit,  with  deference,  that  one  does 

not  follow  the  other. 

MR.  CHAI'.iHERS:  Now,  Mr.  Zinder,  taking  the  same,  this 

same  gas  which  I  talked  about  theoretically,  which  ycu  have 
dealt  with  in  this  other  manner  on  the  8/o  proposit  ion. .  *.  • 

Yes  . 

I  suggest  to  you  that  those  gathering  charges  and  compressing 
costs  be  paid  currently  by  or  through  the  current  rate 

per  MCF  at  the  market,  that  the  consumer  pay  it,,  and  that  the 
gas  be  earmarked  for  that  market,  the  stored  gas? 

Yes. 

That  that  would  be  a  much  sounder  proposition,  what  do  you  say 
to  that? 

Sounder  for  whom,  Mr.  Chambers? 

^  sounder  proposition  in  economics,  in  v\/orklng  out  the  problem 
under  a  regulatory  body? 

•Cet  me  see  if  I  have  the  question  correctly,  you  are  suggesting 
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that  it  ^voald  be  sounder  to  pay  for  that  gas 
I  a«.  talking  now  about  the  gathering  charges 
oat  my  price  of  gas  at  the  well  head? 
iet  me  put  it,  pay  for  the  cost  of  gathering 
that  particular , gas  which  would  otherwise  be 
for  it  as  it  is  produced. 


as  it  is  produced, 
and  I  am  lea  ving 

and  repressuring 
flared,  to  pay 


That  is  right? 

And  that  would  be  sounder  than  putting  it  in  the  ground  and 
paying  for  it  at  the  time  that  it  is  consumed? 

¥es? 


Or  delivered  to  the  market? 

Yes? 

w’ell  I  do  not  know  that  there  is  any  real  difference  there 
as  to  soundness,  I^ir.  Chambers.  It  depends  on  who  is  taking 
the  risk,  and  if  the  return  allowed  in  one  case  includes  an 
alloviance  or  what  the  reasonable  risk  is,  vhy  then  I  to  uld 
say  that  the  two  propositions  are  gguqI  except  in  one  case 
you  find  the  market,  let  us  say,  before  the  risk,  and  iruthe 
other  case  you  find  the  producer  bearing  the  risk*  Now 
that  is  the  way  it  seems  to  me. 

No,  but  'what  I  suggest  to  you,  Mr.  Zinder,  is  this,  you  know 
tie  price  to  the  G-as  Company  is  now  7-|  cents? 

Yes. 

I  suggest  to  you  if  the  gathering  charges  are  2  cents  for  the 
gas  which  somebody  must  pay  for,  you  admit  that,  the  utility 
Company  should  not  pay  it  at  the  moment? 

That  is  right. 

And  if  the  Utility  Company  has  to  get  it  at  some  time  from 
the  producer  or  the  consumer,  there  is  nobody  else  .is  there? 
That  is  right. 

Now  if  the  producer , puts  his  hand  in  his  pocket  and  nowpays 
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3  oents  to  the  Utility  Company,  he  has  made  an  investment  of 
3  cents? 

A  That  is  right. 

0,  And  then  it  is  taken  down  to  the  storage  area,  somebody  then 
must  pay  something  for  the  storage,  whether  it  is  small  or 
large? 

A  ^es,  there  is  some  cost  involved. 

Q,  Somebody  would  have  to  put  their  hand  in  their  pocket  and  pay 
that  ? 

A  That  is  right. 

0,  And  to  that  extent  they  have  made  an  investment? 

A  That  is  right. 

0,  And  if  they  have  made  an  investment  you  agree  he  is  entitled 
to  some  return  on  his  investment? 

A  That  is  right . 

(Go  to  p^e  4271)  . 
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What  I  am  getting  at  is  this,  assuming  that  the  investment 

with  interest,  vath  a  rate  that  is  a  fair  rate  on  it  at  the 

end  of  the  period,  together  with  the  then  scrubbing  costs 

amounts  to  more  than  the  gas  can  be  sold  for. 

A 

Oh,  I  did  net  recognize  or  I  overlooked  that  asaimption,  if 

you  made  that  previously. 

Well  I  am  sorry. 

A 

I  am  sorry. 

In  the  light  of  that,  what  would  you  say  to  the  proposition? 

A 

Well  it  would  almost  seem  to  me,  Mr.  Ghanbers,  there  is  only 

one  answer.  If  the  consumer  can  make  an  investment  now  then 

his  carrying  charges .  The  consumer  is  really 

% 

then  not  asking  any  carrying  charges  on  that  investment.  It 

is  really  paid  or  spread  over  a  large  number  of  consumers. 

MR,  STEER:  Except  interest. 

A 

And  that  v\Jould  be  the  only  way  you  could  conserve  and  save 

that  gas  and  gat  it  to  the  market  at  a  price  that  the  con¬ 
sumer  in  the  future  could  pay,  as  I  see  it.  Because  other¬ 
wise,  under  the  example  you  have  given  me,  the  man  who  is 

putting  his  money  into  that  venture  is  certainly  going  to 

come  out  with  a  loss,  because  there  is  no  one  who  will  pay 

that  amount  for  the  gas  and  use  it. 

MR.  CHMBERS:  Th*en  Mr.  Zinder  if,  as  you  say,  the  gas 

itself  at  the  well  head  has  a  present-day  value  -  you  added 

that  to  it  he  3  cent  figure  that  I  have  already  given  you  on 

the  other  assumption,  the  si  tuati on  would  be  that  muda  worse 

would  it  not? 

A 

0 

Worth  in  what  sense  do  you  mean,  Mr.  Ghanbers? 

It  would  be  that  much  more  uneconomic  if  you  are  going  to 

compel  the  producer  to  store  all  this  gas  and  to  pay  for  it, 
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the  carrying  charges  over  15  years. 

A 

0 

V/ell  that  represents  the  deduction  then  from  what  has  been 

determined  as  being  the  value  of  the  gas. 

You  are  speaking  now  of  the  value  of  the  gas  at  the  well? 

A 

Yes, 

Q 

ind  the  producer  has  to  pay  for  it.  As  I  understand  it,  you 

have  told  me  or  told  my  Learned  friend  that  the  fact  the 

Legislature  in  the  public  interest  saw  fit  to  pass  this 

statute  that  in  itself  gives  a  present-day  value  to  the  gas 

at  the  exit  of  the  separator.  That  is  your  proposition  is 

it  not? 

A 

Let  me  try  to  state  it  a  little  more  fUlly  as  I  recall  it. 

The  fact  that  the  Legislature  now  has  passed  this  Act  which 

means  that  gas  that  was  previously  flared  will  be  saved  for 

the  market  and  will  eventually,  we  expect,  go  to  the  market, 

gives  a  value  to  the  gas  that  was  previously  flared.  That 

is  my  posi  tion . 

q 

A  present-day  value? 

A 

Yes  . 

Q 

That  is  the  gas  itself,  the  1000  cubic  feet  of  gas  at  the 

exit  of  the  separator  ha  s  a  value,  an  intrinsic  value? 

A 

q 

That  is  right, 

IHR.  STEER;  Do  you  mean  intrinsic  or  market? 

well  let  us  deal  with  market  value.  It  has  a  market  value. 

q 

MR.  CHAMBERS:  Well  now  all  that  gas  cannot  be  consumed 

by  the  market  at  the  present  time? 

A 

That  is  right. 

q 

Vi/hat  are  you  going  to  do  wfth  the  gas,  remembeming  from 

reeding  the  Act  you  understand  it  is  contemplated  it  has 

to  be  put  somewhere  in  the  ground  has  it  not? 
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A  I  think  my  answer  to  the  question  as  to  v^ho  is  going  to  psy 
the  added  cost  of  conserving  and  repressuring  the  .gas  was 
that  in  my  opinion  it  ou^t  to  be  paid  by  those  who  would 
benefit  by  that  action. 

Q  And  the  parties  who  would  benefit  by  that  action  would  be 
whom?  Who  is  it  being  saved  for? 

A  V\fell  one  of  the  parties  benefitted  by  that  action  are  the 

consumers.  Now  I  have  not  made  a  study  as  to  all  the  benefits 

\ 

that  might  accrue  to  the  various  parties  by  repressuring  and 
conserving  the  gas. 

0  Do  you  know  this,  have  you  had  any  experience  in  this,  that 
utility  companies  in  the  States  and  it  is  a  common  practice 
for  them  to  be  allowed,  as  part  of  their  operating  expense, 
delayed  rentals  that  they  pay  on  their  acreage? 

A  Yes, 

Q  Their  reserve  acreage? 

A  That  is  right. 

0  And  there  are  also  cases  of  utility  companies  that  charge 
their  consumers  through  current  rates  their  expenses  for 
storage,  is  that  right? 

A  Yes. 

q  And  they  also  have  in  their  expenses  and  that  are  charged 
to  current  rates,  geological  expenses,  did  you  ever  run 
.  rvcross  those  items? 

A  Yes. 

Q  And  it  would  not  surprise  you  to  know  that  the  seme  thing 
has  been  done  by  Boards  up  in  this  country. 

A  It  would  not  surprise  me,  no. 

q  I  suggest  to  you,  Mr.  Zinder,  that  those  costs  of  gathering 
and  storing:  the  gas  for  future  use  are  in  much  the  same 
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category  as  delayed  rentals  and  storage  charges  and  geological 
expenses  in  the  United  States,  that  have  been  added  into  the 
current  rates. 

A  I  think  there  is  a  similarity,  yes. 

^  Well,  what  is  the  reason  behind  the  regulatory  board  in  the 
United  States  allowing  delayed  rentals  and  so  on  in  the 
current  rates?  Vi^ha t  is  the  philopophy  behind  that? 

A  The  philosophy  behind  it,  so  far  as  I  know,  Mr.  Chambers,  is 
that  here  is  a  service  which  was  being  rendered  and  all 
reasonable  costs  in  rendering  that  service  are  a  proper 
charge  to  the  co nsu’-'er . 

Q  Yes  but  my  friend  Mr.  Uenerty  will  put  to  you,  end  I  am 

putting  it  to  you  too,  that  the  consumer  that  is  here  today 

% 

may  not  be  here  *15  years  from  now.  Y/hat  about  that? 

A  We  11  I  have  not  seen  where  items  of  that  kind  are  attempted 
to  be  put  over  into  the  future.  Thera  is  a  category  of 
plants  -  called  plant  Held  for  Future  Use  in  the  accounting 
Glassification  of  the  Federal  power  Commission  and  most 
States’  Commissions.  But  the  items  that  you  were  speaking 
of  like  proved  and  unoperated  acreage  that  might  not  be 
drilled  for  some  years  and  delayed  rental  of  acreage  that 
might  not  be  dillled  for  sora.e  years  are  ollov^/ed  as  current 

_  items. 

T 

q  T.rp.  Zinder,  that  is  the  very  point  I  suggest  to  you,  that 
that  is  one  of  the  reasons  that  matters  of  this  kind  are 
dealt  with  in  the  public  interest.  That  it  is  not  what 
this  individual  is  going  to  get  out  of  it  or  the  next  one. 

I  think  w  0‘ brought  this  out  yesterd^.  It  is  what  is  in 
the  public  interest  as  between  not  only  the  people  of  today, 
all  those  who  are  here  today  and  here  tomorrow  and  hare  the 
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next  day  after.  That  is  part  of  the  philosophy  of  public 
regulation. 

A  I  would  say  yes.  That  is  part  of  the  philosophy  i  s  to 
provide  continued  public  service. 

0  And  one  of  the  great  problems,  as  I  understand  it,  that 
have  confronted  regulatory  Boards  in  the  United  States  in 
recent  years,  is  the  difficulty  or  the  practical  difficulty 
of  fixing  a  well,  head  price  on  gas  on  ordinary  public 
utility  principles.  That  is  one  of  the  problems  they  had 
down  there  is  it  not? 

A  I  would  consider  that  is  a  problem  that  they  have,  yes, 

Q,  In  other  words,  you  told  me  this  morning  the  ordinary 

rule  in  public  utility  regulations  you  get  the  cost  and 
that  is  where  the  trouble  has  come  end  the  difficulty  comes 
in  in  ascertaining  a  uniform  cost  for  the  production  of 
gs  s. 

A  That  is  right.  Particularly  trying  to  make  any  reasonable 
prediction  of  future  costs  because  prices  are  being  sat  on 
the  basis  of  expected  costs  and  revenues, 

0  Mr.  Zinder,  as  far  back  as,  I  think  it  was  in  the  last 

century  anyway  this  question  of  the  value  of  service  was 
discussed,  even  before  we  heard  of  public  utility  Boards. 

I  am  reading  this  short  statement  from  the  judgment  of 
Lord  Selborne  in  the  Canada  Southern  Railway  Company  vs. 
the  International  Bridge  Company,  Law  Reports,  8  Appeal 
cases,  page  23.  The  matter  came  up  in  this  way.  There 
was  a  bridge  across  the  St.  Lawrence  River  constructed 
by  8  company  which  was  created  by  a  statute  and  given 
statutory  power  to  charge  tolls.  The  statute  said  they 
had  to  charge  reasonable  tolls.  There  was  a  dispute 
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arose  as  to  whether  the  tolls  were  reasonable  or  not  and 
this  is  what  his  Lordship  says: 

^^It  certainly  appears  to  their  Lordships  that  the 
principle  must  be  when  reasonableness  comes  in 
question  not  what  profit  it  might  be  reasonable 
for  the  company  to  make  but  what  it  is  reasonable 

/ 

to  charge  to  the  person  who  is  charged.  That  is 
the  only  thing  he  is  concerned  with,” 

Now  I  am  asking  you  to  consider  that 
statement  as  to  whether  you  think  you  can  throw  any  light 
or  afford  us  any  ideas  in  approaching  this  new  and  difficult 
problem  where  a  rate  base,  the  operating  costs  cannot  as 
you  have  said  very  well  be  used.  vyhat  do  you  say  as  to  that? 
Can  you  give  us  any  ideas  or  any  suggestions? 

A  Well  the  only  idea  it  seems  to  me.  that  is  carried  in  there 

is  that  the  price  must  be  reasonable  and  if  -  and  incidentally 
I  an  assuming  that  if  not  in  the  language  of  the  statute 
it  is  in  a  sense  a  requirement  of  the  statute  that  the  price 
be  reasonable  for  the  Board  to  fix  and  to  see  that  they 
ere  that  anywa^^.  I  do  not  know  that  that  throws  much 
light  on  the  subject.  It  might  throvy  some  light  on  the 
subject,  that  is  if  it  is  interpreted  as  being  to  set  a 
ceiling  as  to  what  the  price  might  be  and  that  is  the 
value  of  the  service  to  the  ultimate  consumer, 
q  Let  me  suggest  this  to  you  and  I  am  not  asking  you  to 

commit  yourself  now,  because  you  are  coming  beck  end  the 
matter  you  are  coming  back  on  will  work  into  this. 
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yes . 
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0,  As  one  reasonable  approach  at  least  to  be  considered  that  is 

a  test  of  reasonableness,  you  find  out  what  is  the  competitive 
price  at  the  burner  tip  in  the  city  of  Calgary  of  gas  you  see  ? 

A  Yes, 

/ 

0,  And  you  then  ascertain  the  cost.  In  this  case,  the  utility 

cost  and- a  ^ust  and  reasonable  cost  of  bringing  that  product 
to  the  market,  and  by  deducting  those  you  then  get  the  F.O.B. 
price  or  value  of  the  gas  at  the  well  head, at  the  exit  of  the 
separator  tip.  Now  you  might  say  that  might  be  too  high  be¬ 
cause  you  might  have  taken  the  top  price  in  Calgary.  Do  you 
think  that  would  be  worth  while  as  an  approach  ? 

A  I  certainly  think  so. 

0,  Just  a  word  and  I  am  through.  Do  you  read  the  petroleum 
Engineer  ?  Do  you  know  there  is  such  a  magazine  ? 

A  I  do. 

Q,  And  I  think  you  mentioned  yesterday  or  the  first  day  you  were 

in  the  box  about  the  Chairman  of  the  State  Commission  of  Kansas 
or  a  Richard  B.  McEntire  ? 

A  That  is  right. 

0,  I  have  in  my  hand  an  extract  or  article  from  the  Petroleum 
Engineer  Annual  of  1945  and  it  is  headed;  "Effect  of  Recent 
_  Supreme  Court  Decisions  Upon  the  Production  and  Conservation 
of  Natural  G-as"  by  Richard  B.  McEntire,  Chairman  State  Corpor¬ 
ation  Commission  of  Kansas  ? 

A  I  see. 

Q  Now  in  this  he  is  dealing  with  the  effect  of  the  Hope  case  and 
this  Canadian  River  case  and  so  on  and.  the  problem  of  value  •f 
the  gas  at  the  well  head. 

A  Yes, 

0,  And  he  refers  to  Mr.  Justice  Jackson’s  dissenting  Judgment.  Do 


\ 


f 


iUr 


.■  ;J'  'T:--  ■■ 


.• 


J  i 


I 


H.  binder, 

Cross-Exam,  by  Mr,  Chambers. 

i  I 

-  4278  -r 

you  remember  Mr.  Justice  Jackson  dissented  in  the  Hope  cose  ? 

A  Yes. 

0,  And  I  really  mention  this  for  the  purpose  of  something  else  to 
refer  to  later  and  as  to  a  method  of  dealing  with  this  problem 
end  Mr.  McEntire  says  this; 

"The  substance  of  his  position  would  seem  to  be  summed  up 
in  these  words,  Mffe  are  confronted  with  regulation  of  a 
unique  type  of  enterprise  which  I  think  requires  considered 
rejection  of  much  conventional  utility  doctrine  and  adoption 
of  concepts  of  ’ just  end  reasonable^  rates  and  practices  and 
of  the  ’public  interest'  that  will  take  account  of  peculiar- 
alities  of  the  business.” 

He  is  quoting  from  Mr.  Justice  Jackson,  and: 

"He  then  proceeds  to  go  into  the  details  of  the  problem  at 
considerable  length.  He  points  out  the  fact  that  the  pru¬ 
dent  investment  theory  usually  works  well  because  it  fixes 
rates  with  relationship  to  the  amount  of  investment  but 
points  out  there  is  no  such  relationship  between  investment 
and  the  amount  of  gas  produced,  using  an  example,  and  I 
shall  again  quote  him  for  the  sake  of  clarity”. 

Would  you  agree  in  that  statement  ? 

A  Yes  I  would. 

Q  Now  then  here,  and  I  am  taking  the  time  of  the  Board  to  road 

IT 

this  because  I  think  it  illustrates  the  problem  we  are  up 
aga inst. 

THE  CHAIRiiAN:  I  have  road  it  Mr.  Chambers, 

MR,  CHAMBERS;  Then  now  this  is  the  proposition  that  Mr, 

Justice  Jackson  puts: 

"Let  us  assume  that  Loo  and  Roe  each  produces  in  West 
Virginia  for  delivery  to  Cleveland  the  same  quantity  of 
natural  gas  per  day.  Doe  however, through  luck  or  foresight 
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or  whatever  it  takes,  gets  his  gas  from  investing  |50,000 
in  leases  and  drilling.  Roe  drilled  poorer  territory, 
got  smaller  wells,  and  has  invested  $250,000.  Does  any¬ 
body  imagine  that  Roe  oan  get  or  ought  to  get  for  his  gas 
five  times  as  much  as  Doe  because  he  has  spent  five  tiraes 
as  much?  The  service  one  renders  to  society  in  the  gas 
business  is  measured  by  what  he  gets  out  of  the  ground, 
not  by  what  he  puts  into  it,  and  there  is  little  more 
relation  between  the  investment  and  the  result  than  in  a 
game  of  poker”. 

Does  that  illustrate  or  coincide  with  your 

proposition  ? 

I  think  it  does. 

Then  he  goes  on: 

’’Ultimately  Mr.  Justice  Jackson  seams  to  come  to  the  con¬ 
clusion  that  the  case  should  be  remanded  to  permit  the 
Commission  to  say  what  should  bo  the  price  of  the  product, 
setting  such  price  arbitrarily  on  the  basis  of  such  evidence 
as  it  can  gather  as  to  the  value  of  the  community”. 

It  is  obvious  that  should  bo  cooimodity. 

”Ha,  indeed,  sets  an  ambitious  and  difficult  task  f«r  the 
Commission.  He  admits  that  such  is  not  the  domaixi  of  the 
Courts, but  urges  that  the  Commission  can,  and  should  under¬ 
take  the  duty 

I  am  putting  that  to  you  as  the  position  of 
Mr.  Justice  Jackson  which  is  referred  to  by  Mr,  McEntiro, 

Yes . 

And  then  Mr.  McEntire  at  the  end  or  later  on  in  his  article 
says  this: 

’’Assuming  that  action  by  the  Congress  could  be  secured  that 
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would  furnish  appropriate  authority  and  standards,  it 
would  soem  that  ona  of  two  methods  might  bo  devised  to 
give  reasonably  adequate  and  fair  results". 

And  I  would  like  to  direct  your  mind  to 

his  suggestion. 

A  Yes. 

0,  "The  first  possibility  would  be  adoption  of  some  method  of 

fixing  a  fair  price  for  the  commodity  at  the  well  head  by 
administrative  action  along  the  linos  set  forth  in  Justice 
Jackson’s  dissent  in  the  Hope  case.  This  would  have  the 
effect,  of  course,  of  enriching  certain  gas  transmission 
companies.  I  hesitate  to  say  that  it  Yi/ould  be  an  unjust 
Wf  enrichment.  In  other  situations,  it  might  be  exactly  the 

reverse,  and  some  companies  might  lose  thereby.  But,  it 
is  inescapable  that  some  of  them  would  be  getting  something 
for  nothing" . 

Then  he  goes  on  later  and  says: 

"There  seems  to  me  to  be  little  excuse  for  allowing  the  rate 
paying  consumer  at  the  burnertip  to  profit  by  the  wild¬ 
catters  good  luck  or  requiring  him  to  pay  for  the  wild¬ 
catters  mistakes. Mar  is  there  any  reason  why  one  consumer, 
attached  to  one  lino,  should  profit  because  the  company 
^  that  furnishes  him  service  has  been  fortunate  in  its  under¬ 

taking  or  shrewd  in  its  business  dealings,  or  lucky  in 
acquiring  proved  acreage  from  bankrupt  speculators,  while 
his  brother  consumer  at  another  locality  is  paying  excess¬ 
ive  rates  because  the  utility  with  which  ho  is  connected  - 
through  no  fault  of  his  own  and  without  his  freedom  of 
choice  or  selection  -  has  been  unfortunate,  unlucky,  or 
unwise" . 
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A 


Now  as  I  understand  it  that  you  are  to  make  a  submission  or 
are  to  moke  a  study  of  competitive  rates,  but  I  am  asking  you 
Mr.  Zinder  now  whether  you  have  any  further  light  to  give  us 
on  this  matter  in  view  of  what  I  have  read  to  you  and  your 
knowledge  of  the  problem.  As  I  understand  it  there  is  a  Board 
in  the  States  at  this  moment  getting  ready  to  deal  with  a  sim¬ 
ilar  problem  ? 

The  Federal  Power  Commission  is  in  one  sense  dealing  with  it. 

I  can  only  answer  your  CLuestion  Mr.  Chambers  by  stating  that 
I  have  not  only  been  concerned  with  the  problem  while  on  the 
staff  of  the  Federal  Power  Commission  but  since  that  time 
hove  been  vary  much  interested  in  it  and  particularly  in  view 
of  this  assignment  hove  mode  os  much  study  as  I  can  of  the 
problem  and  of  all  possible  avenues  of  approach  to  this  problem 
as  stated  by  others  and  I  know  to  be  so  from  my  own  experience 
it  is  a  unique  problem  and  the  submission  I  have  made  here  in 
direct  testimony  represents  the  very  best  evidence  that  I  know 
of  that  could  be  gotten  together  on  this  problem  for  this  part¬ 
icular  cose.  , 

Thanks  Mr.  Zinder. 

THE  CHAIRMN:  Mr*  Zinder,  supposing  when  you  have  reached 

your  conclusion  as  to  the  competitive  price  of  gas  as  compared 
with  coal  as  the  next  fuel  that  would  bo  in  line,  and  suppose 
you  reached  a  figure  and  you  yourself  believed  that  the  public 
would  not  buy  gas  at  that  figure,  then  can  you  devise  for  me  a 
means  by  which  I  can  reduce  that  upper  level  or  topmost  level 
of  cost  to  a  point  at  which  the  consumer  would  buy  gas  ? 

The  same  study,  Mr*  Chairman,  that  would  show  that  the  consumer 
would  not  pay  all  the  costs  invol^^ed  would  I  think  also  show 
what  that  upper  limit  would  be.  With  that  upper  limit  in  terms 
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of  ratail  rates  you  can  determine  or  the  total  cost  that  gives 
a  figure  as  to  the  total  cost  available  to  bo  distributed  to 
all  those  participating  in  rendering  that  service  including 

t 

the  producer^  then  I  would  ^udge  that  deficiency  might  be  dis¬ 
tributed  in  some  equitable  manner.  Just  what  that  would  be 
between  all  the  parties  participating  in  that  service,  that 
would  seem  to  me  to  be  the  fair  thing  to  do  Mr.  Chairman. 

Q  Can  you  give  me  a  formula  by  which  I  might  do  it  ? 

L/IR.  STEER;  You  said  yesterday  it  had  to  be  a  ;)udgment 

\ 

figure. 

THE  CHAIRi/IAN;  Which  means  an  arbitrary  figure. 

MR.  STEER:  Absolutely. 

A  I  do  not  know  of  any  formula  as  such. 

THE  CHAIRiiAN;  My  experience  in  other  so  called  utility 

matters  where  you  increase  the  rate,  you  get  a  drop  in  revenue 
immediately  because  people  are  annoyed  at  having  to  pay  more 

4 

than  they  ware  paying  before,  but  that  revenue  is  quickly  re- 

» 

covered  because  they  say  I  would  rather  pay  than  do  without 
it,  and  your  revenue  recovery  comes  right  back.  That  I  know 
would  depend  upon  the  percentage  of  increase  as  to  how  fast 
your  revenue  would  come  back,  if  it  all  would  come  back.  But 
that  has  been  my  experience  in  other  matters.  Ho  you  know  of 
any  case  where  any  Board  or  Commission  after  hearing  evidence 
has  fixed  as  opposed  to  adopt,  but  has  fixed  a  well  head  price 
on  some  scientific  or  almost  scientific  basis  ? 

A  I  do  not  know  Mr.  Chairman.  I  have  made  a  search  of  various 
Commission  decisions  and  hove  watched  very  closely  decisions 
in  recent  months  and  over  recent  years  and  I  have  not  found 
any  that  dealt  with  fixing  a  well  head  price  or  a  field  price 
on  a  foirmula  other  than  what  the  Federal  Power  Commission  did 
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in  its  decision. 

0,  And  I  would  ,5^dgQ  they  merely  adopted  going  values  that 
existed  before  they  were  called  on  to  adjudicate  ? 

A  With  respect  to  well  head  prices,  Mr,  Chairman,  no.  They 
apply  the  original  cost  loss  depreciation  formula  with 
respect  to  production  properties  owned  or  controlled  by  the 

i 

transmission  company  and  adopted  the  going  price  or  the  con- 

4 

tract  price  between  a  non-aff ilia ted  producer  and  the  company 
that  they  were  regulating  where- the  purchases  were  from  non- 
affiliated  producers. 


(  Go  to  Page  4284  ) 
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Q, 
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0, 


A 

Q 

A 

Cl 


THE  CHAIRhlAN:  V/e  11  when  you  say  they  adopted  the 

investment  as  a  basis  for  all  the  pipe  line  companies,  that 
would  be  the  investment  in  the  well  itself? 

That  is  right. 

As  distinct  from  the  well  plus  the  pipe  line? 

That  is  right. 

MR.  CHAhIBERS :  Mr.Zinder,  if  I  might  in  reply  to 

Mr  .Steer  just  now  where  you  answered  Mr#  Steer  with  reference 
to  this  matter  of  judgment,  that  it  would  be  an  arbitrary  one, 
that  it  would  be,  in  effect,  arbitrarily  done,  is  that  right? 

I  would  not  consider  that  any  judgment  need  be  arbitrary,  Mr. 
Chambers.  I  should  think  that  in  exercising  that  judgment  it 
would  be  from  certain  tests,  certain  principles  and  certain 
facts  such  as  can  be  gathered  together  that  might  be  of 
importance  or  related  to  the  problem,  ^t  would  be  an  informed 
judgment  I  would  assume. 

You  remember  that  I  read  to  you  or  referred  you  to  '  Section  72 
(la)  which,  in  effect,  gave  the  Board  direct  mandatory  author¬ 
ity  with  regard  to  the  rate  base  and  so  on  for  the  wells  and 
so  on  if  it  SeW  fit? 

Yes. 

And  it  says  under  a  just  and  reasonable  method? 

Y0  s . 

I  am  going  to  road  to  .you  briefly,  and  it  may  not  add  much  to 
our  discussion,  but  it  did  occur  to  me  that  it  may  illustrate 
what  you  had  in  mind  as  a  matter  of  judgment,  and  I  am  referring 
now  to  what  Mr.  Justice  Frankfurter  said,  you  probably  heard 
these  vrords,  he  said  ”0f  course,  the  statute  is  not  concerned 
with  abstract  theories  of  rate  making.  But  its  very  foundation 
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is  the  T public  interest’  and  the  public  interest  is  a  texture 
of  multiple  strands.”  Have  you  heard  those  words  before? 

A  Yes . 

0,  ”It  includes  more  than  contemporary  investors  and  contemporary 
consumers.  The  needs  to  be  served  are  not  restricted  to 
immediacy,  and  social  as  v;oll  as  economic  costs  must  be 
counted.”  V/ould  you  say  that  that  might  be  a  good  approach 
or  rule  that  you  would  recommend  to  the  Chairman  of  this  Board 
in  approaching  this  problem? 

A  Well  it  sounds  reasonable. 

Q,  Thank  you,  Mr.  Zinder. 

THE  CHAIRMAN:  To  which,  of  course,  I  would  be  entitled 

to  add  my  own  peculiar  ideas. 

MR. CHAMBERS:  Always  if  just  and  reasonable. 

THE  OmimW:  •  Mr.  Harvie? 


OROSS-EMilHATION  BY  MR.  HARVIE 

0,  I  think  my  task  has  been  very  much  simplified  by  the  very 
thorough  cross-examination  by  the  other  Counsel.  So  my 
cross-examination  really  comes  down  to  one  or  two  points  at  the 
present  time,  having  in  inind  that  Mr.  Zinder  will  be  back  and 
give  further  evidence  on  some  othsr  points.  But  just  arising 
out  of  the  remark  of  the  Chairman,  Mr.  Zinder,  did  I  gather 
from  you  that  you  said  that  the  Federal  Power  Commission 
adopted  as  the  field  or  well  head  price  of  gas  owned  and 
purchased  by  the  pipe  line  or  the  utility  company  the  actual 
cost  without  giving  any  commodity  value  to  the  gas? 

A  That  is  right. 

0,  And  then  in  cases  where  they  bought  from  a  third  party,  it 
was  purely  a  contractual  bargaining  basis? 
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A  In  those  oases  they  accepted  the  oontractaal  price. 

0,  So  that  that  gas  eacn  time  came  from  the  same  field,  and 
there  would  be  two  prices? 

A  That  is  right.  And  there  were,  in  fact,  a  number  of  the  cases 
decided  by  the  Federal  Pov/er  Commission,  one  price  which  they 
found  reasonable  for  the  affiliated  producer,  and  another  price 
Y/hich  they  accepted  which  was  a  bargain  price. 

0,  Do  I  gather  that  you  always  agree  with  the  practice  of  the 
Federal  Power  Commission? 

A  No,  I  cainot  say  that  I  do,  and  they  do  not  agree  with  me 
either. 

0,  Do  you  in  that  particular  case  where  they  give  no  value  for 
gas  as  such  have  a  cofiimodity  value? 

A  It  is  my  conviction,  Mr.  Harvie,  that  the  proper  basis  is  the 
value  of  the  gas  at  the  well,  and  not  the  investment  approach 
used  by  the  Commission. 

0,  Just  on  that  point,  hov;  is  the  royalty  set  on  gas  purchased, 
from  a  well  owned  by  these  pipe  line  companies? 

IJR.  McDonald  :  in  Texas? 

Q  MF.  HARVIE:  '  In  any  place.  How  is  the  landholders^ 

royalty  set?  Or  are  the  royalties  on  a  percentage  basis,  are 
they? 

A  Yes,  that  is  right.  That  is  an  arrangement  entered  into  between 
the  producer  and  the  landowner. 

0,  So  that  in  the  case  of  pipe  line  companies  and  the  landowner, 
what  the  landowner  would  expect  as  royalty,  that  is  in  the 
pipe  line  company  cost  in  production? 

A  That  is  right. 

Q,  And  has  no  relation  to  percentage  of  anything,  it  is  purely 

\ 

an  agreement? 

A  Well,  those  royalty  contracts,  many  of  them  are  very  similar. 
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Pardon  me,  may  I  have  the  quostion  again? 

BY  THE  REPORTER  READING:  "  Q,.  And  has  no  relation  to 

poroentage  of  anything,  it  is  purely  an  agreement?” 

A  It  is  an  agreement  between  tv.D  parties*  It  might  be  a 
per  cent  of  a  stated  market  price  for  the  gas. 

0,  MR.  HARVIE:  Would  it  be  a  normal  practice  to 

adopt  the  same  royalty  as  -paid  to.  landowners  for  gas  pur¬ 
chased  from  the  third  party? 

A  I  do  not  knoYj,  sir. 

0,  Mr.Zinder,  you  have  told  us  that  the  Federal  Power  Commission 
has  adopted  the  practice  of  arriving  at  the  value  for  rate 
base  purposes  of  old  assets  dedicated  to  public  service  for 
the  first  time  by  using  historical  or  original  co^s,  that  is 
their  first  approach? 

A  That  is  right. 

0,  How  do  they  depreciate  as  a  general  practice? 

A  As  a  general  practice,  pipe  lino  property,  that  is  the 

transmission  systems,  that  is  depreciated  on  a  service  life 
principle  and  a  straight  line  basis.  Production  system 
property  particularly  your  production  property  is  on  the 
depletion  basis  and  usually  on  a  unit  depletion  basis. 

0,  And  in  arriving  at  whatever  figure  that  might  be,  do  they 

look  and  see  if  there  is  any  Other  factor  that  should  be  given 
cons ideration  to? 

A  Yes.  If  the  reserves  back  of  the  transmission  property  is 
shorter,  of  shorter  life,  than  the  physical  or  service  life 
of  the  transmission  property,  then  the  life  of  the  reserves 
is  adopted  as  the  service  life  for  the  transmission  property* 
In  other  words,  then  it  is  not  on  a  physical  life  basis  but 
on  a  functional  life  basis. 
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0,  THE  CHAIRMiiN :  ind  in  a  straight  line  method? 

A  And  still  in  a  straight  line  method  for  the  transmission  prop¬ 

erty. 

0,  liB.  •  HARVIE:  Any  other  adjustments  that  they 

adopted? 

A  You  mean  v/hen  the  property  is  investigated  in  a  formal  case? 

0,  Yes? 

A  And  coming  under  regulation? 

Q  For  the  first  time? 

A  '^here  is  a  recomputation  of  the  depreciation  and  depletion 

reserve,  and  in  fixing  rates  or  determining  the  amount  of 

return  available,  tho  Commission  has  used  and  recomputed  depreola- 
and 

t ion/deple t ion  reserve  or  accrued  reserve  for  the  purpose  of 
determining  the  rate  base. 

0,  V/hat  principles  do  they  adopt  in  the  re-computation? 

A  In  making  that  computation? 

Q,  Yes? 

A  They  go  over  the  life  of  the  property  and  using  the  rates 
of  depletion  that  they  found  reasonable,  and  the  depreciation 
rate  found  reasonable,  reconstruct  the  reserve  for  the  recom¬ 
putation. 

MR.  McDonald:  Reserve  of  depreciation? 

A  That  is  right. 

0,  Wo  are  speaking  of  reserves  meaning  gas? 

A  That  is  right. 

0,  ivIR .  HARVIE:  And  this  Federal  Power  Commission 

is  a  comparatively  now  body,  a  matter  of  six  or  seven  years 
of  age ,  as  far  as  the  function  of  the  gas  industry  is  concerned 
anyi/vay? 

A  That  is  right. 
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A 


0. 
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And  what  is  your  view  z.s  to  thoir  practioo  of  taking  historical 
or  original  cost  basis  as  boing  a  fair  and  proper  'one  under 
the  oi reams tancos? 

\7g11»  my  view  is  that  original  cost  is  the  proper  basis  for 
determining  the  rate  base  for  that  property,  which  comes  into 
regulation  and  into  the  system  follov/ing  the  passage  of  the 
Act.  My  own  feeling  and  conviction  is  that  with  respect  to  a 
company  not  heretofore  regulated,  that  the  prop6,rty  that  went 
under  regulation  should  go  in  on  a  fair  value  or  value- as-of~ 
that-date  basis. 

That  is  a  replacement  basis? 

That  would  be  a  reproduction,  essentially  a  reproduction  cost 
basis.  It  has  some  simila'rit ies  to  property  being- purchased 
for  public  ownership  or  by  a  public  body,  I  feel. 

Expropriation  you  mean? 

^es  •  Now,  as  Mr. Chambers  stated  here  earlier  to  me,  that  there 

( 

are  various  classes  of  business,  private  business,  public  omer- 
ship  and  public  utilities.  I  do  happen  to  know  that  mny 
municipal  utilities  purchased  by  Federal  agencies  or  purchased 
by  tho  municipality  and  by  state  agencies,  that  in  a  number  of 
those  cases,  and  in  most  of  them  to  my  loiowledge,  tho  transfer 
from  private  ownership  to  public  ownership  was  made  at  a  value 
in  excess  of  the  original  cost  found  for  that  property  by  the 
Federal  Pov/cr  Commission. 
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Q 

Do  you  think  that  that  procedure  has  some  merit  where  it 

applies  to  assets  which  were  constructed  before  the  passage 

of  the  Aot? 

A 

Yes,  I  certainly  do  so. 

Q 

And  just  why? 

A 

I  think  that  from  the  point  of  view  of  fairness,  the  industry 

was  operating  under  certain  laws  and  regulations  with  respect 

to  its  profits  and  its  operations.  It  had  essentially  a 

free  range.  On  that  basis  it  could  make  decisions  with 

respect  to  either  taking  profits  now  or  subsequently.  It 

might  decide  to  reinvest  in  property  rather  than  taking 

earnings.  All  decisions  were  made  by  that  company  ^  under 

0 

those  regulations  and  I  think  the  profits  that  it  made  and 

the  appreciation  in  value  of  the  property  that  it  accumulated 

< 

as  of  that  time  really  belongs  to  the  company  and  to  come 

along  and  say  that  you  are  going  to  allow  them  now  original 

cost  and  go  back  to  the  year  one  of  that  company’s  history, 

is  really  changing  the  rule  on  them  retrospectively,  that 

is  in  the  pa st . 

t:’HE  CHAIRMAN:  But  supposing  the  current  price  levels 

were  lower  then  the  historical  cost. 

/ 

MR.  HARVIH:  I  was  just  going  to  carry  on  with  that. 

THE  CHAIMAN:  Go  ahead. 

MR.  HARVIE:  I  was  g^ing  to  say  now,  the  practice 

of  the  Federal  Power  Commission  to  take  historical  cost  and 

in  the  event  that  the  nst  figure  they  arrive  at  is  a 

representation  of  that  figure  and  is,  we  will  say,  away 

in  excess  of  those  replacement  costs,  do  they  make  a 

practice  of  making  an  adjustment  downward  or  do  they  just 

take  it  at  that? 
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Well  a  11  I  can  say  is  that  they  have  not  met  that  situation 
yet,  Mr.  Harvie. 

Have  they  met  the  reverse  situation? 

Yes. 

And  what  do  they  do  there? 

With  the  reverse  situation  they  have  taken  original  cost 
where  original  cost  was  less  than  present-day  value  and  I 
do  not  know  of  any  case  that  came  before  the  Commission 
where  they  took  action  on  it  or  any  case  that  came  before 
the  commission  where  original  cost  was  higher  than  re¬ 
production  cost. 

v'/Quld  you  say  that  the  same  would  apply  to  your  calculation 
of  costs,  that  is  the  replacement? 

I  think  that  the,  my  opinion  would  be  that  whether  replacem.ent 
costs  or  the  present  value  was  above  or  below  the  original 
cost, would  be  imiraterial. 

in  t  ha  t  case,  they  take  the  good  with  the  bad? 

That  is  right . 

THE  CHAIRMAN;  And  if  you  were  presently  the  owner  of 

an  utility  company  under  those  circumstances  and  you  were 
coming  before  me  to  go  under  regulation  for  the  first  time, 

4 

which  would  you  ask  for,  historical  cost  or  reproduction 
new,  if  price  levels  were  below  the  historical  cost  ? 

Well,  Mr.  Chairman,  I  think  an  honest  answer  to  that  would 
be  that  I  would  come  to  you  and  ask  for  the  higher  value 
and  probably  I  would  not  get  it, 

MR.  HARVIE:  I  think  we  all  agree  that  that  is 

likely. 

I  do  not  think  I  would  be  human  if  I  did  not. 


MR.  HARVIE: 


Mr.  Zinder,  or  rather  Mr.  Chairman,  I 
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A 


was  going  to  deal  in  some  detail  to  try  and  clarify  in  my 
own  mind  and  I  think;  perhaps  in  the  minds  of  some  of  the 
others,  Mr.  Zinder^s  theory  on  the  allocation  of  costs 
by  demand  and  volumetric  methods.  But  over  the  noon  hour 
I  Just  mentioned  it  to  him  and  he  showed  me  a  statement 
he  had  prepared,  that  would  give  effect  to  his  theory. 
WITNESS:  That  is  right. 

MR.  EAR  VIE  :  And  I  wonder  if  we  might  see  that  now. 

MR.  MCDONALD:  I  will  produce  that,  Mr.  Chairmen. 


STATEMENT  PRODUCED  EERE 
MARKED  AS  EXHIBIT  129. 

MR.  EARVIS:  And  I  think  you  might  deal  with  this, 

Mr.  Zinder* 

All  right.  I  have  taken  for  the  purpose  of  illustration 
only  an  example  showing  the  demand  and  volumetric  method 
of  cost  allocation.  I  termed  this  calculation,  which  is 
marked  Exhibit  129  as  a  ’’simplified  illustration”,  which 
really  is  largely  because  of  the  time  available  and  largely 
because  I  understood  this  is  to  illustrate  more  the  principle 
than  any  refinement  inthe  method. 

I  am  assuming  a  plant,-  it  may  be  any 
plant,  -  being  an  utility  plant  of  |100,000  and  purely  for 
the  purposes  of  making  easy  calculations,  a  rate  of  return 
of  say  10*^,  which  is  |i0,000. 


f 


I  am  assuming  that  the  depreciation 
is  $10,000  annually,  and  that  income  taxes  would  be  ^5,000. 

And  operating  expenses,  including  all 
expenses  of  operation,  labor,  material,  general  administrative 
expenses,  distribution  expenses  and  so  on,  the  usual 
category,  all  operating  expanses  of  $10,000. 
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|35,000. 


Making  a  total  operating  expense  of 


I  am  assuming  further  that  the  peak 
load  is  20,000  mcf’s  and  that  the  maximum  load  at  the  time 
orf  the  peak,  the  maximum  load  on  the  tra  nan  is  si  on  system 
if  it  is  a  transmission  property,  or  on  the  distribution 
'System  if  it  is  a  distribution  property,  and  so  forth. 

There  are  two  customers  in  this  example, 

and  ”B'’. 


At  the  time  that  that  peak  load  of 
20,000  mcf’s  was  established  customer  '’A^’  used  15,000 
mcf^s  and  customer  5,000  mcf»s.  Now  actually  customer 
”A”  and  customer  can  be  a  group  of  customers  as  well 
as  single  customers.  I  am  using  it  as  though  they  were 
single  customars  in  this  simplified  case. 

The  total  volume  is  3,000,000  mcf»£ 
sold  during  the  year  in  question,  each  customer  using  a 
million  and  a  half. 

Now  I  next  set  up  two  columns,  a  '’demand 
costs»>  column  and  a  "volume"  column.  It  should  really 
be,  to  be  consistent,  "volume  cost^’ but  I  hope  you  will 
bear  with  the  feet  that  it  vj  as  done  at  noon  and  I  did  not 
make  all  the  refinements. 

The  rate  of  return  I  show  in  the ’demand" 
column.  I  put  all  of  it  there,  $10,000. 

Depreciation  I  ^ow  as  a  fixed 
charge,  $10,000  in  the  "demand"  column, 

I  take  the  income  tax,  which  is 
related  to  the  investment  in  the  cost  return  as  relating 
to  the  investment,  and  put  it  in  the  "demand"  column  of 
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|5,000. 


j^nd  operating  expenses  goes  down,  goes 
into  the  '♦volume'’  column, 

So  my  ’’demand  costs”  are  $25,000, 

My  ’’volume  costs”  are  $10,000. 

Now  I  next  place  those  total  costs  on 
a  unit  basis.  I  take  the  $25,000  of  ’’demand  costs”  and 
divide  it  by  the  total  volume,  which  gives  me  $1,25  per  mcf, 
per  year  of  peak  load  demand. 

The  $10,000  I  divide  by  3,000,000  mcf’s, 
the  total  Volume,  which  gives  me  a  figure  of  1/3  of  a  cent 
per  mcf. 


Understand  these  are  hypothetical 
figures  and  the  actual  quantities  or  units  have  no  signif¬ 
icance  except  for  illustrative  purposes. 

Then  I  am  ready  to  allocate  my  costs. 

I  have  determined  what  my  unit  costs  are  and  I  am  ready  to 
a llocat  e  t  hem. 

Customer  ha  d  a  demand  responsibility, 

as  I  would  call  it,  of  15,000  mcf’s.  I  multiply  that  by 
a  dollar  and  a  quarter  and  he  thereby  shows  $18,750  as 
his  share  of  the  demand  costs. 

I  multiply  his  volume  by  1/3  of  a  cent 
and  he  shares  $5,000  or  half  the  volume  cost. 

Therefore  the  total  cost  of  my 


customer  ”A”  is  $23,750. 

AS  a  matter  of  interest  I  showed  what 
his  average  rate  would  be,  or  what  the  average  cost  is, 
whether  it  is  the  rate  or  cost,  it  would  be  1.58  cents 
per  mcf. 
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A 


Customer  ”b‘’  shows,  in  the  same  manner, 
a  total  cost  o^‘  $11,250,  or  an  average  of  3/4  of  a  cent  per 
mcf . 


.  Now  as  I  say  that  is  a  simplified  illus¬ 
tration  but  I  hope  it  illustrates  the  principle. 

Incidentally,  I  would  like  to  point  out, 
a  question  was  asked  me  with  respect  to  the  effect  of  the 
load  factor  and  I  think  this  example  illustrates  that  effect 
on  costs.  Here  are  two  customers  used  in  this  illustration, 
both  using  the  same  quantity  of  gas,  yet  the  average  rate 
for  one  is  1,58  cents  and  the  other  3/4  of  a  cent,  the  reason 
being  that  the  customer  ”B”  has  1/3  the  demand  and  normally 
would  require  proportionately  1/3  of  the  investment  to  serve 
him  for  the  same  quantity  of  gas. 

MR.  STEER:  YOU  do  not  mean  3/4  of  a  cent,  you  mean 

75  cents. 


MR.  MCDONALD: 
THE  CHAIRMAN: 
MR.  STEER: 

MR.  HARVIE: 


NO. 

No,  3/4  of  a  c^'nt. 

Oh  I  understand,  yes.' 

Mr.  Zinder  ,  in  your  evidence  on  the 


12th,  at  page  3993,  after  mentioning  this  basic  value  of 
cos  t ,  you  st at  e  : 

”I  might  add  that  this  basis  of  cost  allocation  is 
that  which  vvas  used  by  the  commission  staff  under 
my  direction  almost  without  any  exception.” 

That  was  the  Federal  power  that  you 


had  reference  to? 

That  is  right,  and  those  principles. 

And  this  is  an  illustration  which  you  have  given  us  hare 

t 

in  Exhibit  129  of  the  application  of  those  principles  to 
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allocation  of  costs? 

A  Yes,  I  did,  back  in  my  earlier  testimony,  indicate  some 
differences  as  to  the  refinonents ,  I  would  call  them,  as 
compared  with  simply  taking  fixed  charges  as  demand  costs 
and  volumetric  costs,  operating  expenses  as  volumetric 
costs,  but  it  was  not  done  in  that  simplified  fashion. 


( Go  to  page  4297 ) 
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Q  Having  in  mind  the  picture''  as  you  know  it  with  which  we  are 
faced  now  in  the  Turner  Valley  situation  I  wonder  if  you  would 
be  good  enough  to  give. this  example  you  have  given  us  further 

consideration  and  you  can  give  your  answer  now,  either  now  or 

/ 

later  on  your  return,  to  see  if  there  are  any  other  factors 
which  you  think  should  be  given  effect  to  in  arriving  at  the 
basis  of  allocation.  You  will  let  us  have  that  then  ? 

A  I  will. 

THE  CHAIRMAN:  Any  further  cross-examination  of  Mr. 

Zinder  ? 

CROSSE-EXAMINED  BY  MR.  FENERTY; 

0,  Might  I  clear  up  one  item  at  the  expense  of  rising  twice  or 
three  times.  I  want  to  get  the  effect  of  the  statement  you 
made  to  Mr,  Chambers,  Mr,  Zinder.  As  I  got  it  you  said  that 
'  the  gas  which  would  otherwise  be  flared  has  a  market  value 
because  it  is  conserved.  I  got  that  right,  didn’t  I?  I  think 
that  was  the  question  asked. 

A  Yea  I  thought  I  said  that,  to  put  it  a  little  bit  differently, 
that  the  fact  it  is  going  to  market  and  it  has  to  be  conserved 
for  the  market  it  has  added  value  to  it. 

Q,  But  the  question  was  dealing  with  the  gas  which  otherwise 
would  be  flared.  You  see  the  kind  of  gas  that  was  flared 
before  ? 

A  Yes. 

Q  Has  a  market  value  because  it  is  conserved.  That  is  it  is  put 
back  in  the  ground.  You  I  think  also  told  us  that  the  consumer 
s’^ould  pay  for  those  costs  of  ropressuring,  putting  book  ? 

A  I  said  if  he  benefits  by  that  conservation  he  should  share  the 
cost  of  repressuring. 
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Oh  yas  I  sae.  He  did  not  pay  tha  whole  cost  ? 

If  someone  else  benefits  he  would  not  pay  the  whole  cost. 

Well  he  will  pay  part  of  it  anyhow.  Now  the  parties  who  pay 
those  costs  have  created  the  whole  value  for  that  gas  have 
they,  the  market  value  which  would  otherwise  be  flared  ? 

No  I  would  not  say  that  they  have  created  tha  whole  value  of 
it.  They  might  have  created  the  whole  value  at  the  moment, 
over  a  period  of  time. 

There  would  be  no  value  at  all  if  it  were  flared  ? 
it  might  still  have  a  value  even  though  it  is  flared. 

A  market  value  ? 

Yes. 

Evan  though  it  were  flared  it  would  have  a  market  value  ? 

I 

It  might  have  a  value,  as  I  was  saying  commodity  value  if  some¬ 
one  came  into  the  field.  I  say  that  is  ^ust  a  possibility,  or 
a  remote  possibility. 

Would  it  have  any  practical  value  in  dollars  and  cents  ? 

I  do  not  think  so. 

Except  making  this  clima^te  warmer  or  something  like  that  ? 
Except  what  ? 

Except  making  this  climate  warmer  or  something  like  that.  It 
would  not  have  any  practical  value. 

THE  CH/iIH\-'IAN:  It  would  have  the  same  value  as  a  dollar 

bill  that  you  lose.  If  you  find  it  again  it  has  value. 
li[R,  FENERTY:  Q,uite  frankly  I  did  not  understand  what  Mr. 

Zinder  said,  other  than  that  it  has  a  market  value  when  it  is 
feared.  That  is  to  the  oil  operator  ? 

Yes,  that  is  right. 

But  you  take  a  consumer  and  someone  else  joining  up  with  him 
perhaps  in  creating  the  whole  value,  market  value  7 
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0, 

A 

Q 


Q. 


Yes. 

Ho  has  croated  it.  Ha  has  paid  for  it  and  it  would  othorwiso 
bo  flerod.  Now  having  paid  for  it  if  ho  wants  to  get  any 
bonefit  from  it  he  is  going  to  pay  for  it  again  isn’t  he 
when  ho  uses  it  ? 

I  would  not  say  so.  That  gas  has  been  given  a  certain  value 
at  the  well  by  the  market,  at  one  point,  that  is  its  value  at 
the  well.  It  is  the  value  we  are  speaking  of  at  the  well,  it 
is  that  value  as  I  see  it  at  that  well  head  and  there  are 
certain  costs  to  bring  it  to  market  including  storing  it  over 
a  period  of  let  us  say  some  fifteen  years. 

Y«s,  and  that  would  be  paid  for  when  it  is  used  ? 

Yes. 

So  you  have  got  your  consumer  who  has  paid  the  entire  cost  of 
having  that  gas  available  hasn’t  he  ? 

Yes,  under  those  conditions, 

4 

He  has  created  the  value  of  it  by  paying  something,  the  com¬ 
pression  costs  and  he  pays  the  full  value  of  it  again  when  he 
uses  it  does  ha  not  ? 

He  is  not  paying  the  full  value  of  it  again  when  he  uses  it. 

I  am  saying  there  is  a  value  of  that  gas  at  the  well  now  made 
by  this  market.  Now  there  are  certain  costs.  That  is  the 
value  at  the  well  which  represents,  we  are  expressing  it  in 
terms  of  a  price  at  the  well.  Then  there  are  certain  costs 
to  bring  it  to  the  market.  There  are  certain  costs  of  storing. 
I  say  that  those  are  -  he  is  not  paying  for  the  gas  again.  He 
is  paying  for  certain  ’services  rendered  in  connection  with 
the  t  gas. 

Let  me  simplify  it  then,  gas  which  would  otherwise  bo  flared 
and  which  is  ropressured  and  the  cost  of  that  operation  is  paid 
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0. 


A 


0, 


A 

0, 

A 


for  by  tho  oonsamor  I  suggest-  to  you  if  he  has  paid  for  that 
gas  which  otherwise  is  blown  off  in  the  air  and  wasted  should 
not  it  bo  his  gas.  Ho  has  paid  for  it, 

I  do  not  think  so. 

THE  CHlIRMiiN;  If  currently  he  paid  the  well  head  price 

before  it  was  put  down  in  the  ground  ? 

Ygs. 

THE  GHAIRIvI/aN:  «  That  is  not  being  contemplated  here  ? 

-IH.  FEHERTY:  I  am  only  talking  about  the  gas  which  Mr, 

Chambers  said  would  otherwise  be  flared.  He  has  paid  for  the 
cost  of  throt  gas  in  full  if  ha  pays  the  compression  cost. 
Otherwise  it  is  flared  and  we  do  not  know  whore  it  has  gone. 
That  is  so  is  it  not  ? 

I  would  not  think  so  Mr,  Fenerty. 

All  right  if  it  is  not.  I  am  trying  to  see  where  I  am  going 
wrong  in  my  reasoning.  You  have  a  volume  of  gas  that  would 
otherwise  be  flared  ? 

Yes. 

Somebody  captures  it  and  it  is  not  flared  ? 

Yes. 

And  as  a  result  of  that  person  capturing  that  gas  at  an  expense 
to  himself  you  say  that  somebody  else  is  going  to  gat  a  price 
for  it.  That  is  what  you  say  don’t  you  ? 

No  I  am  saying  that  there  is  a  value  to  that  gas  Mr.  Fenerty 
at  the  well,  that  that  has  a  value  at  that  point.  Then  there 
are  certain  costs  on  top  of  that  to  bring  the  gas  from  the 
well  to  the  market. 

Yes. 

And  when  the  consumer  pays  those  costs  of  bringing  it  from  the 
well  to  the  market  he  has  not  paid  for  the  gas  himself. 
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0,  And  who  pays  the  oost  of  bringing  it  to  the  flare  if  it  is 
otherwise  flared  ? 

A  If  it  is  otherwise  flared  ? 

Q,  Yes. 

A  I  would  say  that  probably  it  Is  reflected  somewhore,  whatever 
costs  there  are  in  the  price  of  oil  or  gasoline. 

Q  But  when  the  consumer  lays  out  money  to  preserve  that  gas  he 
has  no  interest  in  it  except  to  pay  for  it  when  he  uses  it,  is 
that  it  ? 

A  Could  I  get  that  question  repeated. by  the  Reporter 

(By  the  Reporter  reading)  But  when  the  consumer  lays  out  money 
to  preserve  that  gas  he  has  no  interest  in  it  except  to  pay  for 
it  when  he  uses  it,  is  that  it  ? 

A  Wall  that  raises  one  complicated  factor  namely  whether  the 

present  consumer  or  the  future  consumer  would  pay  for  it.  Aside^ 
from  that  problem  let  us  say  the  consumer  would  pay  for  it,  yes. 

Q,  Is  that  a  fair  statement,  and  then  I  will  stop,  that  the  oper¬ 
ator  or  somebody  between  the  operator  and  the  consumer  is  paid 
for  keeping  it  and  he  is  paid  again  when  he  sells  it  and  the 
consumer  pays  for  creating  the  value  and  he  pays  again  what¬ 
ever  the  value  may  be  again  whan  he  burns  it.  Is  that  correct  ? 

A  Let  us  sea.  Would  you  repeat  that  to  mo  again  ? 

Q  (By  tho  Reporter  reading)  Is  that  a  fair  statement,  and  then 

I  will  stop,  that  the  operator  or  somebody  batwaan  the  operator 
and  tho  consumer  is  paid  for  keeping  it  and  he  is  paid  again 
when  ho  sells  it  and  the  consumer  pays  for  creating  the  value 

I 

and  ho  pays  again  whatever  the  value  may  be  again  when  ho  burns 
it.  Is  that  correct  ? 

A  I  do  not  think  so. 

Q,  Thank  you. 
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THE  CHAIRMAN:  Mr.  Fenerty,  in  order  that  I  may  understand, 

is  there  any  such  thing  contemplated  by  any  submission  that  has 
been  made  to  the  Board,  such  as  you  have  ,)ust  put  to  Mr*  Zinder? 
MR.  FENERTY:  No,  that  arose  out  of  a  suggestion  that  the 

consumer  should  pay  for  repressuring,  that  was  all.  Somebody 
brou^t  it  up,  I  do  not  remember  "who. 

I\IR.  MCDONALD:  Yesterday  Mr.  Zinder  referred  to  the  case 

before  the  Corporation  Commission  of  the  State  of  Oklahoma,  the 
Cabot  Carbon  Company  in  respect  to  a  carbon  black  plant.  This 
is  the  complete  order.  I  have  not  had  it  typed  but  I  thought 
possibly  we  could  mark  it  as  an  Exhibit  and  I  will  distribute 
it  later. 


THE  CHAIR]\iAN: 
MR.  CHAiiBERS: 
MR.  MCDONALD: 
THE  CHAIRMAN: 
MR.  MCDONALD: 
I  can  have  it 
MR.  HaRVIE: 


Yes,  someone  asked  for  that. 

I  was  wondering  -  - 

It  could  be  put  in  the  books. 

Has  anyone  any  objection  to  that  being  dona? 
It  is  ^ust  adding  to  the  cost  of  our  book, 
typed  out  and  distributed. 

I  think  it  is  handier  in  that  form. 


ORDER  OF  CORPORATION  COMMISSION 
OF  THE  STATE  OF  OKL/iHOMA  IN  RE 
CABOT  CARBON  COMPANY  IS  NOW 
IvURKED  EXHIBIT  120. 

THE  CHAIRI\4AN:  What  is  it  ? 

MR.  MCDONALD:  A  report  of  the  Commission  and  findings  in 

the  case  of  Cabot  Carbon  Company  and  it  is  in  respect  to  an 
application  for  permission  to  build  a  carbon  black  plant  in 
Texas  County,  Oklahoma, 

MR.  HARVIE:  That  is  the  Oklahoma  Commission,  Mr. 

McDonald,  the  Oklahoma  Commission, 

There  was  ^ust  one  other  matter  Mr.  Chairman, 
before  Mr.  Zinder  leaves  the  box.  I  may  say  with  regard  to  the 
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Re-direct  examination  since  Mr,  Zinder  will  be  over  some  of 

these  matters  he  reserved,  we  have  not  had  an  opportunity  of 

\ 

considering  his  evidence,  we  will  stand  that  over  until  his 
next  appearance.  However,  Mr.  Zinder  is  interested  in  the 
preparation  of  the  submission  by  the  Producer*  s  committee  on 
competitive  costs  on  fuel  in  Calgary  and  we  feel  it  relevant 

I 

to  the  preparation  of  that,  to  this  Hearing  and  to  the  prepar¬ 
ation  of  the  submission  that  we  should  obtain  from  the  Gas 
Company  the  following  informa t ion: - 

First,  Q  statement  of  the  various  rates  for  the  various 
classes  of  service  of  the  (k  s  Company  for  the  period  1921 
to  date. 

THE  CHAIRI"IAN:  I  suppose  you  could  get  that  from  copies 

of  the  Board’s  Orders  ? 

MR.  MCDONALD:  All  I  require  from  the  Gas  Company  is  a 

direction  as  to  where  it  could  be  obtained. 

MR.  HiiRVIE:  Was  the  last  rate  approved  of  by  the  Board? 

THE  CHAIRlVI/iN:  There  was  approval  given  I  think,  the  last 

one  was  in  1939.  There  was  a  revision  downwards  in  1943  and 
there  was  a  reclassification  with  respect  to  the  former  rate 
in  1944. 

MR.  MCDONALD:  That  was  rate  No.  6. 

THE  CH/ilK'i/iN:  Yes. 

MR.  MCDONALD:  Well  either  the  information  direct  or  a 

I 

direction  of  where  we  can  get  it. 

Secondly  the  pressure  basis  used  for  sale  of  gas  to  various 
classes  of  customers.  As  I  understand  in  connection  with 
that  item  that  gas  is  delivered  under  different  pressures 
to  different  customers  in  different  areas  in  the  city,  Wa 
would  like  to  know  the  particulars  of  the  basis  of  the 
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dGlivary,  if  thore  are  any  difforenoos. 

Thirdly,  the  class  of  oastonier  and  the  number  of  custom¬ 
ers  and  the  consumption  per  customer  by  years. 

(  G-o  to  Page  4305  ) 
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THE  CHAIRMAN: 

MR.  MCDONALD: 

G-as  Company,  domestic, 
THE  CHAIRi'-IAN: 


Nha t  do  you  mean  by  class  of  customer? 
Tho  classification  adopted  by  the 
commercial  and  industrial. 

You  said  by  customers  you  did  not 


mean  that? 


MR.  MCDONALD: 
number  of  customers  in 
por  average  customer. 
THE  CHAIRMAN: 

Mit.  McDonald: 


No,  by  class  of  customer  and  the 
each  classification  and  the  consumption 

The  average  consumption  per  customer? 
"^es  . 


MR.  ilARVIE :  '  Or  por  class. 

MR.  MCDONALD:  That  would  be  for  the  Northwestern 

and  the  Canadian  V/estern  systems? 

THE  G'HAIRRIAN:  The  Northwestern  did  you  say? 

MR.  MCDONALD:  V/hich  goes  to  make  up  the  figures 

shown  in  Appendix  A  to  the  submission  which  tho  G-as  Company 
has  filed  in  regar- d  to  competitive  fuels. 

THE  NITNEJ3:  That  is  Appendix  7. 

THE  CHAIRIvIAN :  I  have  not  looked  at  that? 

MR.  MCDONALD:  No,  you  have  not  looked  at  it.  The 

only  thing  is  if  we  are  going  to  comment  on  it  we  want  the 
informat  ion. 


THE  CHAIRJ/iAN :  H'^vc  you  any  objection  to  giving  him 

that,  Mr.Stocr? 

MR.  STEER:  I  am  not  in  a  position  to  say,  3ir  ^ 

until  I  have  seen  what  is  required  and  have  considered  it. 

If  uiy  learned  friend  had  supplied  me  with  this  information  two 
or  three  days  ago  I  might  have  had  an  opportunity  of  giving 
an  answer  now.  But  I  cannot. 

p 

MIR.  CHAIuBERS:  The  Public  Utility  Board  orders  v\id  uld 

give  that  information  of  the  rate  in  effect. 
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IvjR*  3TEER:  I  v^oald  like  gan  opportunity  to  consider 

that,  Mr*  Chairman^  If  I  dooidc  that  rjy  friend  is  entitled  to 

what  ho  asks  for,  I  will  got  it  for  hln  and  lot  him  know. 

Otherwise  I  will  let  him  and  you,  Mr*  Ghairman,  know* 

MR.  MCDONALD:  I  have  one  raoro  item.  By  years  for 

the  past  ten  years  the  number  of  domestic  and  conmeroiaf  gas 

heating  consuraers  broken  down  botvveen  gas-fired  furnaces  and 

converted  furnaces.  Also  for  the  sarac  period  the  company’s 

estimate  of  the  percentage  of  saturation  of  the  respe  ctive 
1  * 

markets  that  is  by  classes,  and  for  the  same  period  of  years 
the  total  number  of  domestic  and  the  total  number  of  commer¬ 
cial  custcxiiers. 

TKS  GHnIRMAN:  Is  there  anything  further  before  'm 

release  Mp^Zinder? 

MR.  HARVIE:  Not  before  i/ve  release  Mr.Zinder* 

There  was  just  to  see  if  we  could  g-t  some  indication  of  the 
Ao-enda  when  we  reconvene. 

o 


THE  CHAIRMAN:  Did  any  one  of  you  receive  this  morning 

Professor  Stewart’s  submission? 


i.HARYIE: 


MR.  CHAlvIBERS: 


THE  CHAIRlaAN 


been  here* 


I  did  not. 

I  have  not  received  it  yet. 

I  thought  perhaps  they  might  have 


MR.HARVIS:  I  have  not  been  back  to  the  office 

since  I  got  back  from  my  holidays  and  I  have  not  received  it. 
I  do  not  loiov/. 

THE  CHAIRiiiAN :  V/ell  they  were  compile  ted  on  Monday 

and  he  had  hoped  to  deliver  them  to  my  office  in  Edmonton  on 
Wednesday.  I  anticipate  you  v/ill  have  them  this  week.  I 
was  going  to  propose  that  we  take  his  evidence  on  the  3rd  of 
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DGCoraber*  For  tv/o  reasons.  One  is  that  Mr*  Blanchard  mast  be 
in  Crirainal  Coart  on  the  week  of  the  3rd  of  December,  and  he 
does  not  feel  he  needs  to  be  present  to  hear  Professor  Stewart ^s 
evidence.  He  can  give  his  own  evidence  and  be  subject  to 
cross-examination.  If  anything  farther  was  reqaired  it  could 
be  done  later  on.  Then  to  follow  as  soon  as  we  are  through 
with  Processor  Stewart,  to  follow  on  with  Mr.  Hamilton  and 
carry  on  with  him  and  hope  to  finish  him  before  Christmas*  If 
not  then  to  start  again  when  we  resame  in  ^January,  whatever 
date  that  may  be,  with  Mr#Zinder.  Y/hat  is  the  date,  Mr# 
McDonald? 

MR.  MCDONALD:  YYe  will  have  to  do  the  same.  Mr. 

Zinder  cannot  give  us  an  exact  date  just  now. 

THE  CHAIRl^M:  Still  v^e  will  know  by  the  middle  of 

De  cenber? 

im,  MCDONALD:  ¥es  . 

THE  CHAIRMAN:  That  is  my  suggestion,  Professor 

Stewart  on  the  3rd  of  December,  to  be  followed  by  Mr.  Hamilton. 
MR.HARVLE:  Is  it  hoped  to  extend  the  length  of 

the  sittings  each  week  into  four  days? 

THE  CHAIRMAN:  I  an  willing  to  do  that  subject  to 

what  Counsel  wish.  Is  there  any  objection  to  sitting  four 
days? 


M.HARVIE:  I  am  not  applying  for  that. 

MR.CHA.1/IBSES:  I  think  it  is  a  good  idea,  and  I  think 

w.e  can  all  do  it,  as  far  as  having  mterial  to  proceed  with 
if  we  had  the  submissions  ahead  of  time# 

MR  .BLANCHARD:  I  feel  I  am  always  obstructing  this 

Hearing . 

THE  CHAIRMAN:  "^ou  started  off  on  a  certain  basis 
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and.  you  have  Eiad.e  your  arrargements  accordingly. 

'  MR.BLANCHADD:  is  very  difficult,  *Sir,  to  do  the 

other  work  that  I  have  to  do,  if  we  sit  raore  than  three  days 
a  week.  I  am  anxious  to  see  this  through..... 

THE  CHAIRMAN:  I  am  not  going  to  impose  four  days  on 

Counsel  if  it  does  not  suit  them. 

MR.  BLANCHARD:  Any  time  I  can  I  will  be  glad  to.  Sir. 

THE  CHAIRtilAN:  We  will  adjourn  until  the  3rd  of 

December,  at  9.30. 

MR.HARVIE:  And  we  will  be  sitting  on  the  weeks 

of  the  3rd  and  the  10th? 

THE  CHAIRMAN:  And  the  17th, 

MR.HARVIE:  That  is  wtet  I  wondering,  getting 

witnesses  coming  from  out  of  ' town. 

THE  CHAIRMAN:  ^es ,  and  the  \veek  of  the  17th. 

(At  this  stage  the  Hearing  was  adjourned,  until  9.30  A.M, 
December  3rd,  1945.}. 
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